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The Trend of Events 


AS OTHERS SEE US... You can imagine with what 
shrugging of shoulders the people around the world 
have listened to the Congressional Hearings of mal- 
feasance in office by officials of the International 
Teamsters Union. And their utter shock to hear 
the repeated refusal of these men to answer ques- 
tions put to them by the Congressional Committee 
in a way that made a mockery of the Federal proc- 
esses. This could not have happened in any other 
country. 

And, finally, their utter astonishment to learn 
that the United States Government has not found 
a way to send these people to jail! That must have 
floored them! 

And if that were not enough, how confusing and 
bewildering it must be for the world to read that 
despite the evidences of corruption and misuse of 
union funds, Hoffa has the effrontery to run for the 
highest office in the International Teamsters Union, 
in the face of the disclosure that the election machin- 
ery is rigged by false paper locals that he caused 
to be set up to insure his election. 

While as far as the union 


We Americans know that politics and the license 
inherent in human nature has made this possible— 
that in a democracy abuses must reach extremes 
before they are corrected—that in the tightening-up 
process the pendulum will invariably swing the other 
way or even maybe too far. 

The prosecution of gangsterism and hoodlumism 
in labor has not been possible for the single reason 
that we do not have adequate laws with which to 
suppress unsavory activities that deprive the work- 
ing man of his liberty and security. But the rest of 
the world can hardly understand how it is possible 
for us to have freedom of action as a people on the 
one hand, and virtual slavery to autocratic union 
leadership on the other. 

Moreover, Hoffa’s technique which 
paper locals to insure his election against the will 
of the workers, can have far-reaching effects on our 
foreign policy and our pronouncements regarding 
free elections in the various countries around the 
world. It will create a great uneasiness which the 
communists and their cohorts will seek to exploit 

against us. 
— Especially will the latest 


uses false 





card-carrying members are — 
concerned, it was made clear 
that they actually have no 
i voice in the election—that they 
merely supply the funds that 
enables Mr. Hoffa and his 
union to function. They pay 
for the right-to-work—but it 
Was proven that freedom of 
choice — democracy in union | regular feature. 
jaffairs—is a myth. a 
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We call 





the attention of the reader to | 
our Trend Forecaster, which appears as | 
| a regular feature of the Business Ana- 
| lyst. This department presents a valu- 
| able market analysis of importance to 
| investors and business men. To keep | 
| abreast of the forces that may shape 
| tomorrow’s markets, don’t miss this 
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news that there is the pros- 
pect that Dave Beck, presi- 
dent emeritus of the LT.U., 
will be voted to receive his full 
$50,000 annual salary, as well 
as traveling expenses for him 
and his wife—plus continu- 
ance of all his pension bene- 
fits. The laughter in Moscow 
will (Please turn to page 56) 
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By CHARLES BENEDICT 


LET US BREAK iT DOWN 


F.,. almost three years, the Federal Reserve has 
been a quieting voice in stilling the recurrent fears 
that the economy was due for a recession. 

But actually it was hypodermics of one kind or 
another that sustained business during that period. 
In 1955 it was the burst of consumer buying, 
spurred by high pressure selling and easy-credit- 
long-term financing. In 1956 it was capital spend- 
ing for modernization and expansion of plant ca- 
pacity—envisioning greater markets brought about 
by a growing population —the rapidly increasing 
units of buying power stemming from earlier mar- 
riages—the trend toward larger families—increased 
wages—and higher standard of living—plus various 
other shifts in the nature of our buying habits. 

And now the Fed again comes forward with 
words to assuage the mounting fears expressed 
that this time the economy has reached a point of 
stagnation—and they use the heavy increase in re- 
tail trade for their reasoning that the future of 
business looks up. 

An analysis of the figures, however, shows that 
while the average weekly earnings of factory work- 
ers have been increased by $4 since July 1956, the 
actual purchasing power of these wages dropped 
to below what it was a year ago. At the same time, 
however, savings also have declined. The latest fig- 
ures show that the disposable income of our people 
since last April has increased at an annual rate 
of $4 billion, while the annual rate of consumer 
spending has risen by $9.6 billion in the same period. 


This gives us something to think about, for t 
means that not only has the higher income been 
spent, but $5.6 billion of this increased spending 





must have come from erosion of savings or by ir- 
curring increased indebtedness. 

This is a very startling revelation—one that must 
be approached and carefully analyzed. And ap- 
proached most realistically too, without the wishful) 
thinking of the ballyhoo psychology fostered by} 
years of our high pressure selling techniques. 

And it must be solved fundamentally—not again 
by the use of expedients, which will only arise t 
increasingly plague us in the future. We must solv 
our problems sensibly in a way that will bring about 
a gradual adjustment. 

This can readily be accomplished if we set about 
the task courageously and resourcefully, taking into 
consideration that we possess a shock absorber in 
our national welfare program, both public and 
private. 

Thus far all we have done has been to cut off 
a little piece of the “gangrened arm”, which has 
permitied the disease to permeate further into the 
body politic and fester dangerously. 

It is clear from the figures above that one of the 
first steps we must take is to cut prices to bring 
the cost of living in line with incomes, so that sav 
ings may be maintained. 

Today the AFL-CIO must do its part. Is it withir 
the realm of possibility that labor will take the 
necessary first step, and eliminate the feather-bed- 
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ding which has raised costs without contributing 
to productivity —in many cases beyond rhyme or 
reason ? 

Will manufacturers be willing to improve the 
quality of their goods so that the customer will not 
have to spend his income for continuous replace- 
ments because of the flimsy character of products 
yn the market today? Actually, if they did so, they 
would be setting higher standards for the buyer, 
ind encouraging luxury buying of the kind that 
permits better profit margins. This has always been 
the way to build prosperity and has led to genuine 
advance in the standards of living in the past. 

Will the government have the courage, in the face 
of severe pressure, to hold the line for a sounder 
dollar and maintain a 
tight money policy re- 
alistically attuned to 
business demands and 
needs? 

In our issue of Sep- 
tember 14, 1957 we 
called attention to the 
emotional urgings of the 
Auto and Building In- 
dustries—on the one hand 
for relaxation of tight 
money, and, on the other, 
for lower down — pay- 
ments for $10,000 homes 
—only to show that when 
put into effect it was 
found they could not pos- 
sibly solve the problems 
in these two industries. 

That business has felt 
the pinch is clearly evi- 
denced by the lower 
earnings shown and the 
need for raising prices 
to keep corporate income 
above the break-even 
point. 

And looming on the 
near horizon is the ogre 
of higher wage demands, 
especially with the huge 
United Auto Workers 
contracts coming up for 
renegotiation and the in- 
tentions already ex- 
pressed by Walter Reuther of putting the “screws” 
on the companies for a substantial wage increase as 
well as new fringe benefits, which may include the 
4-day week. _ 

Thus, it was only to be expected that President 
Eisenhower’s plea for greater selectivity in buying 
would be greeted with raucous shouts of disapproval, 
because too many want to resort to palliatives and 
hypodermics which “hop-up” sales temporarily, after 
which they look around for some other kind of hand- 
out. 

Yet what we can expect, as in the past, is that 
rather than think things out, various groups will 
take the easiest way—instead of relying on themselves 
they will call on the government for a huge pro- 
gram of public works. These advocates will ignore 
completely the fact that deficit spending or higher 
taxes would not in any case be the answer. The for- 
mer would create severe distortions and lower the 
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Shrinking Nest Egg 


value of the dollar further — the latter would make 
it increasingly difficult for people to save, because 
taxes are already at burdensome levels. 

As William McChesney Martin, Chairman of the 
Federal Reserve, pointed out, it was the lack of 
backlog savings by our citizens that brought about 
such a shortage of funds for loans and investments, 
and is, in fact, the basic cause for high money rates. 

Clearly, it is a vicious circle. Here we have the 
consumer, who is living beyond his means, which 
threatens his future buying power—with corpora- 
tions finding it difficult to cut their prices because 
of built-in costs, with the outlook for more increases 
in costs and lower sales—and a decline in savings, 
which means curtailment of enterprise. How are we 
going to break the log- 
jam? 

Let us face it, we have 
reached a point in our 
economy where we have 
to recover from the 
binge we have been en- 
joving since the end of 
World War II. Labor, in- 
dustry and government 
must pull together, and 
each must give way suf- 
ficiently or suffer the 
consequences, which 
might be very drastic in- 
deed. 

And we must have 
sense enough to do it, for 
the time has come to lay 
a firm base under our 
economy so that we may 
insure our future, which 
alone can enable us to 
plan a realistic type of 
expansion that will al- 
low us to maintain our 
position as a leader in 
the modern world. 

Only then will we be 
able to meet the chal- 
lenge of the new world- 
wide industrialization 
that has come into being 
industrial advance 

of proportions that 

dwarfs even the broadest 
expansion the world has ever known. We are not only 
in an age of atomic power, but we are on the verge 
of other tremendous discoveries, set in motion by a 
great sense of limitless adventure to explore and 
conquer the heavens, the earth and the seas. 

And if we want to maintain and advance our po- 
sition and build imaginatively for the future—we 
will have to set our house in order—NOW—remem- 
bering that we are living in a world seething with 
political as well as economic revolt — and that our 
financial, industrial and spiritual resources are 
heavily involved. 

And I say without fear of contradiction that the 
magnitude of our struggle with communism presents 
a challenge that calls for action based on the sound- 
est kind of judgment. We only fool ourselves when 
we interpret facts and figures to make them look 
rosy. The American people are not children who need 
to be placated with soothing syrup — this is a crisis. 
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Market Approaching Crucial Test 


A basis for any important market improvement is not apparent to us at this time, and the 
threat of some further retreat in average stock prices must be allowed for. Technical 
rebounds sheuld be utilized to lighten over-speculative holds, shifting proceeds of sales 
to cash buying reserves or to defensive-type securities. 


By A. T. 


ry 
I he stock market remains on the defen- 
sive, with demand curtailed and with the average 
individual and institutional investor evidently feel- 
ing more uncertain or apprehensive than confident 
about the shape of things to come over the medium 
term and in 1958. The fast decline from the July 
triple-top of the industrial list was temporarily 
checked recently; but only minor trading-range 
rallies developed. At this writing it seems improb- 
able that any substantial recovery will originate 
before some further retreat to a lower and more 
solid technical base. 
The Dow industrial average fell nearly 51 points 


MILLER 


to an August low of 470.23, rallied to 486.13 on 
September 3, eased to about a double low of 470.23 
by September 10, rallied to 481.02 on September 
13, but fell sharply late last week to a close of 468.36. 
Utilities held a bit above their 1957 low to date, 
recorded on September 10. The rail average sagged 
to another new low since 1954. 


Performance of Stocks 


The performance of most individual industrials 
in recent trading sessions has been inferior to that 
of the Dow average. This seemingly points the way 

to lower levels for the average. On bal- 
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ance, last week’s declines in individual 
stocks exceeded the number of advances 
by a wide margin; while new lows for 
the year or longer exceeded new highs 
by a ratio of more than ten to one. A 
goodly percentage of the handful of new 
highs was accounted for by defensive- 
type stocks in the tobacco and food- 
store groups. While the new lows were 
widely scattered in terms of group rep- 
resentation, a conspicuous feature was 
continuing pronounced weakness in 
capital-goods and “defense-industry” 
shares. A significant shift to investment 
preference for defensive securities, 
with more emphasis on yields and less 
on “growth”, is obvious. Institutional 
and individual investors are doing much 
190 less buying of common stocks, more of 
bonds. Demand for stocks is increas- 
ingly “choosy”, deliberate and conserva- 
tive. Stocks which have made some real 
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48 a r — I 4 + T 260 progress recently, as distinct from ral- 
~ eeee if | 059 lies, are in large degree “unglamorous” 
TT rt consumer-goods income issues which 
ua |_| MW.S. 100 HIGH PRICE STOCKS || | Boag were pretty much ignored when bull- 
} SCALE AT RIGHT> if ] on we oes ‘ 

| | | gehen. market enthusiasm was rampant. 
2 5 Sy! % | +H o39 The recent rise in cigarette stocks 
%, | foots up to a decidedly unusual special 
40 A ' air aa 220 situation for the following reasons: (1) 
OS. 160 LOW PRICED STOCKS | The dividend yields were extraordinar- 
38 ry — 210 ily high and the price-earnings ratios 





abnormally low as a result of the can- 
cer-scare publicity; (2) good earnings 
gains are assured for 1957; and (3) 
some dividend boosts are likely. But 
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while these stocks should 
work somewhat higher, 
they cannot be expected to 
“go through the roof”; 
and no other income-stock 
yroup has a similar com- 
ination of factors so 
markedly in its favor. 
Stocks of the big food- 
store chains have done 
well; and so have those 
if the biscuit bakers, but 
here are obvious limita- 
ions. The indicated earn- 
ngs gains are generally 
noderate, and so are divi- 
lend yields when com- 
pared with bond yields. 

Under present condi- 
tions, the ideal income 140 
stock would be one yield- 





ing 5.5% to 6% on a se- 15 
cure dividend, preferably ” 
with some chance for a ; 
boost in dividends. There 
are very few of them — 


certainly not enough to 
figure in the behavior of 
the Dow industrial aver- 
age or any similar meas- 
ure of market prices. As- 
suming that the peak in 
bond yields has been seen, 
as seems likely, and that 
they may be appreciably 
lower a year from now, 
there is slight risk, and 
there could be some rise, in high-yield, slow-growth 
electric utility stocks which, because of relatively 
static dividends, are primarily responsive to money- 
market factors. Generally speaking, however, this 
is a market in which opportunities for capital gain 
over a six-month holding period appear few and 
limited, in which most “growth” stocks and cyclical- 
type stocks could go considerably lower. 

Throughout the February-July market rise, 
sparked to a considerable extent by “inflation sen- 
timent”, there was little change in the statistical 
environment as regards business activity, corporate 
earnings and dividends, with all pretty much “flat” 
—and there has been little subsequent change to 
date. For three consecutive months through August 
the Federal Reserve Board’s index of industrial pro- 
duction held unchanged at 144, against a peak of 
147 last December. The third-quarter corporate 
profit showing should be on the plus side, allowing 
for absence of last year’s steel strike. Relatively little 
change seems likely at least into early 1958. But 
what will come later on is the $64,000 question. 

With industrial stock prices still generally at a 
relatively advanced level, as measured by price-earn- 
ings ratios and yields, it is hard to see why it should 
make much difference whether fourth-quarter busi- 
ness activity is well maintained or even improves 
modestly. The key facts are that the “inflation sen- 
timent” has been sharply deflated, that confidence 
in prospects beyond nearby months, has been seri- 
ously impaired. 
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Doubts Well Founded 


We still have inflation in wages and the cost of 
living — and the threat of more of it over the long 
term — but not in money supply or official credit pol- 
icy, not in corporate profits, not in dividends. On 
the contrary, there are few industries which are 
not being squeezed by this inflation. Virtually every- 
where you look, supplies of raw materials and fin- 
ished goods are either excessive or ample. Manu- 
facturers’ new orders and order backlogs have for 
some time been trending downward. Although hous- 
ing starts have improved slightly, private non-resi- 
dential building contract awards are running well 
under the year ago level. More than a mild public 
response to the 1958-model automobiles is not as- 
sured. There is continuing emphasis on economy in 
Federal defense spending, backing up the monetary 
authorities’ pressure to check inflation. And there 
is a definite tapering off of the capital-goods boom, 
which probably means some reduction in 1958 out- 
lays for new plant and equipment. Against all of this, 
too much reliance cannot be put on recent gains in 
total retail trade and personal income. 

We do not see basis for an advancing market; 
and risk of some further decline must be allowed 
for in your thinking. Use technical rallies to reduce 
or dispose of unpromising stock holdings and to 
strengthen portfolios along defensive lines. 

MONDAY, SEPTEMBER 23. 








Market Approaching Crucial Test 


A basis for any important market improvement is not apparent to us at this time, and the 
threat of some further retreat in average stock prices must be allowed for. Technical 
rebounds sheuld be utilized to lighten over-speculative holds, shifting proceeds of sales 
to cash buying reserves or to defensive-type securities. 
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ry 
| he stock market remains on the defen- 
sive, with demand curtailed and with the average 
individual and institutional investor evidently feel- 
ing more uncertain or apprehensive than confident 
about the shape of things to come over the medium 
term and in 1958. The fast decline from the July 
triple-top of the industrial list was temporarily 
checked recently; but only minor trading-range 
rallies developed. At this writing it seems improb- 
able that any substantial recovery will originate 
before some further retreat to a lower and more 
solid technical base. 
The Dow industrial average fell nearly 51 points 


MILLER 


to an August low of 470.23, rallied to 486.13 on 
September 3, eased to about a double low of 470.23 
by September 10, rallied to 481.02 on September 
13, but fell sharply late last week to a close of 468.36. 
Utilities held a bit above their 1957 low to date, 
recorded on September 10. The rail average sagged 
to another new low since 1954. 


Performance of Stocks 


The performance of most individual industrials 
in recent trading sessions has been inferior to that 
of the Dow average. This seemingly points the way 
to lower levels for the average. On bal- 
ance, last week’s declines in individual 
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stocks exceeded the number of advances 
by a wide margin; while new lows for 
the year or longer exceeded new highs 
by a ratio of more than ten to one. A 
goodly percentage of the handful of new 
highs was accounted for by defensive- 
type stocks in the tobacco and food- 
store groups. While the new lows were 
widely scattered in terms of group rep- 
resentation, a conspicuous feature was 
continuing pronounced weakness _ in 
capital-goods and “defense-industry” 
shares. A significant shift to investment 
preference for defensive securities, 
with more emphasis on yields and less 
on “growth”, is obvious. Institutional 
and individual investors are doing much 
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| . 190 less buying of common stocks, more of 
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gains are assured for 1957; and (3) 
some dividend boosts are likely. But 
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while these stocks should 
work somewhat higher, 
they cannot be expected to 
“go through the roof”; 
and no other income-stock 330 
yroup has a similar com- 
yination of factors so 
narkedly in its favor. 
Stocks of the big food- 
store chains have done 
well; and so have those 
f the biscuit bakers, but 
there are obvious limita- 
tions. The indicated earn- 
ings gains are generally 
moderate, and so are divi- 
dend yields when com- 
pared with bond yields. 

Under present condi- 
tions, the ideal income 
stock would be one yield- 
ing 5.5% to 6% ona se- 
cure dividend, preferably 
with some chance for a 
boost in dividends. There 
are very few of them — 
certainly not enough to 
figure in the behavior of 
the Dow industrial aver- 5 
age or any similar meas- 
ure of market prices. As- 
suming that the peak in 
bond yields has been seen, 
as seems likely, and that 
they may be appreciably 
lower a year from now, 
there is slight risk, and 
there could be some rise, in high-yield, slow-growth 
electric utility stocks which, because of relatively 
static dividends, are primarily responsive to money- 
market factors. Generally speaking, however, this 
is a market in which opportunities for capital gain 
over a six-month holding period appear few and 
limited, in which most “growth” stocks and cyclical- 
type stocks could go considerably lower. 

Throughout the February-July market rise, 
sparked to a considerable extent by “inflation sen- 
timent”, there was little change in the statistical 
environment as regards business activity, corporate 
earnings and dividends, with all pretty much “flat” 
—and there has been little subsequent change to 
date. For three consecutive months through August 
the Federal Reserve Board’s index of industrial pro- 
duction held unchanged at 144, against a peak of 
147 last December. The third-quarter corporate 
profit showing should be on the plus side, allowing 
for absence of last year’s steel strike. Relatively little 
change seems likely at least into early 1958. But 
what will come later on is the $64,000 question. 

With industrial stock prices still generally at a 
relatively advanced level, as measured by price-earn- 
ings ratios and yields, it is hard to see why it should 
make much difference whether fourth-quarter busi- 
ness activity is well maintained or even improves 
modestly. The key facts are that the “inflation sen- 
timent” has been sharply deflated, that confidence 
in prospects beyond nearby months, has been seri- 
ously impaired. 
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Doubts Well Founded 


We still have inflation in wages and the cost of 
living —and the threat of more of it over the long 
term — but not in money supply or official credit pol- 
icy, not in corporate profits, not in dividends. On 
the contrary, there are few industries which are 
not being squeezed by this inflation. Virtually every- 
where you look, supplies of raw materials and fin- 
ished goods are either excessive or ample. Manu- 
facturers’ new orders and order backlogs have for 
some time been trending downward. Although hous- 
ing starts have improved slightly, private non-resi- 
dential building contract awards are running well 
under the year ago level. More than a mild public 
response to the 1958-model automobiles is not as- 
sured. There is continuing emphasis on economy in 
Federal defense spending, backing up the monetary 
authorities’ pressure to check inflation. And there 
is a definite tapering off of the capital-goods boom, 
which probably means some reduction in 1958 out- 
lays for new plant and equipment. Against all of this, 
too much reliance cannot be put on recent gains in 
total retail trade and personal income. 

We do not see basis for an advancing market; 
and risk of some further decline must be allowed 
for in your thinking. Use technical rallies to reduce 
or dispose of unpromising stock holdings and to 
strengthen portfolios along defensive lines. 

— MONDAY, SEPTEMBER 23. 








Keys to the Business Outlook 
into 1958 


en 


By HOWARD NICHOLSON 


I, the spring of 1957, while business was 
settling into a disappointing lull, large numbers of 
analysts were of the opinion that slack conditions 
would prevail through the summer, and into the 
early fall. A majority also believed that this six- 
month lull would be building a sound base for a 
new advance in the final quarter of 1957, that would 
carry business back to boom levels in 1958. 

This hope for a fourth-quarter pickup remained 
the majority view until about mid-summer, when 
analysts —and particularly Wall Street analysts — 
were assailed by doubts. In August the securities 
markets declined sharply, and a new and more 
urgent note of caution appeared in the business 
press. As of the end of September, there is a striking 
lack of consensus about the trend of business. It is, 
clearly, time for a new general assessment of the 
business picture; time for drawing up a new balance 
sheet of strength and weaknesses in business pros- 
pects over the next six to nine months. 

The three key markets of the next nine months 
are (a) automobiles, (b) residential construction, 
and (c) capital goods. What happens in these three 
areas, on balance, will determine what inventory 
policy will be like over the next nine months. This 
amounts to saying that inventory demand will not 
cause the trend, but it may amplify it, either up 





From now into early 1958, business pros- 
pects center around automobiles, construc- 
tion, capital goods, and inventory policy. 


or down, in the all-important period that lies ahead 
The General Environment 


3efore turning to each of these key markets, 
something should be said about the general business 
atmosphere in late 1957. 

As of late September, general business trends 
continue neither inspiring nor ominous. Throughout 
most of the year, total non-agricultural employment 
has moved about sideways, and production rates 
have fluctuated within an unusually narrow range. 
National output — as measured in the very broad 
statistics on “gross national product” — has been in 
an uptrend, but this uptrend is owing entirely to 
rising prices, rather than any rise in true physical 
volume of output. Similarly with “national income”, 
the income total that reflects payments to employees, 
stockholders, etc., for the output measured in GNP; 
it has been rising in 1957, but only because of rising 
wage costs. Higher wages and higher prices have 
thus been exerting a continuous upward pressure 
on the statistics of national business, while actual 
rates of employment and production have done little 
but drift along for fully a year. 

This sideways drift in real activity can be inter- 
preted in either of two ways. The American economy 
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AUTOMOBILES 


Thus far in 1957. 
Production exceeds final demand 
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... So that dealers’ stocks 
hit all-time peak for this time of year 
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CONSTRUCTION 


Divergent trends... 
Residentia] building drops as 
non-residential rises 


NEW CONSTRUCTION 





. eegePlstetinn 
eyatantemaneeeeneTetacennannngetlagsbaraan¥rantnangsnenagnanettlet! ” 
queues 3 . ; 
poce® 











New housing starts still exceed 
rate of family formation 














... While record borrowing to buy 
cars, may hobble future demand 
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. and home mortgage debt 
continues to soar 
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is growing now, it has been throughout the postwar 
years. Rising population alone would suggest that 
national output should rise from year to year, at 
something like 2%-3% per annum; when it doesn’t 
rise at that rate, per capita production is actually 
falling. This is a fundamental point about 1957; 
output per capita is now less than it was in late 
1956, and per capita purchasing power is also below 
the level of late 1956. 

Viewed this way, it would appear that American 
business has been undergoing an adjustment in 
1957, and that the persistent historical uptrend in 
per capita output and purchasing power will reassert 
itself strongly in the near future. Personal consump- 
tion, according to this view, should break out into a 
new uptrend within the next several months, climb- 
ing back toward its long-term historical trend. 

On the other hand, for the past year American 
capital investment has been running at very high 
levels, while the final demand for goods produced by 
business has done little more than hold stable. As a 
result, for a full year business has been building up 
excess capacity, at a noteworthy rate. The longer 
conditions remain stable at their present level, the 
greater becomes this excess of capacity, until finally 
the rate of capacity additions may become extrava- 
gantly out of line with realities. If this happens, 
of course capital goods industries, and then the 
entire economy, would be in extremely vulnerable 
positions, 

The business situation at the close of 1957 thus 
resembles a race between consumption and invest- 
ment: the longer the present stability continues, the 
more likely is an improvement in consumption spend- 
ing, and the more likely is a decline in investment 
spending. Which of these two climactic developments 
will appear first is the real, fundamental issue in 
the business outlook: any forecast that does not come 
to grips with this delicate timing problem is simply 
not realistic. 

At the moment, the paradox of these conflicting 
sets of possibilities is very adequately illustrated by 
the three key markets listed above. A sharp advance 
in the automobile industry late this year and in early 
1958 would go far to prove that consumption will 
win the race, and thereby set the stage for a further 
general advance in business in the year ahead. 
Similarly with residential construction: a sharp re- 
covery would strongly suggest a new advance in the 
general business cycle. A combined recovery in these 
two dominant consumer industries would almost 
certainly reemploy enough idle capacity to obviate 
the potential downtrend in this sector. On the other 
hand, a failure of both markets to improve from 
their current levels would just as certainly assure 





that the rate of business investment in new plant 
and equipment cannot be maintained in the year 
ahead, and the probability would be for genera! 
recession, of a somewhat more severe and prolonged 
character than any yet experienced in the postwar 
years. The selection of autos, homes and capital 
goods as keys to the 1958 outlook is thus neither 
arbitrary nor capricious; the three markets are 
intimately related to each other, and to the business 
outlook for the next several quarters. 


Automobiles: One Key to 1958 


At this writing, the automobile industry is en- 
gaged in its annual seasonal] crisis. Stocks of cars 
have climbed; sales have passed their peak; produc- 
tion is falling precipitously as more and more com- 
panies complete their 1957 model run and start on 
1958 models. In this violent criss-cross of sales 
trends, production trends and inventory trends, 
hazarding guesses about the actual state of the in- 
dustry is always difficult. The views of the state of 
the auto market expressed here are moderately bear- 
ish, but not distant from the views of automobile 
analysts with very creditable past records. They are 
tentative views; they should be held subject to revi- 
sion until the course of the 1958-model year is more 
clearly defined in late November and early December. 

As of the end of September, the situation of the 
auto industry does not seem inspiring to this writer. 
The calendar year 1957 (as opposed to the model 
year, which runs from October to October) will end 
up with production of about 6.4 million cars, and 
sales of about 6.0 million. The production record is 
moderately better than in 1956, but the sales record 
is only fractionally better; the difference, of course, 
represents inventory build-up in calendar 1957, com- 
pared with inventory liquidation in calendar 1956. 

The 6.0 million sales figure for 1957 assumes 
reasonably good sales in the fourth quarter, when 
volume will consist partly of 1958 models and partly 
of 1957 models. Recent results in the auto market— 
volume in August and early September—have been 
slightly better than the comparable period of 1956. 

But in 1958, sales of domestic cars face a number 
of obstacles, in respect to beating 1957 sales. In the 
first place, only a few makes will be brand new in 
1958: the Edsel, the Lincoln, the Chevrolet and the 
Pontiac. In contrast, almost the entire Ford line, 
all five Chrysler Corporation brands, and three of 
the five GM brands were totally new in 1957. The 
so-called “new-model” stimulus was clearly more 
significant in 1957 than it will be in 1958. 


Another Price Rise Coming 


Secondly, rising costs are evidently driving car 
prices significantly higher on the 1958 models—re- 
portedly about $100 per car higher. Recent increases 
in the prices which sales finance companies have had 
to pay on their borrowings also indicates that credit 
costs on automobile sales contracts will be higher in 
1958. This increase is probably sharper than the 
increase in the free (uncommitted) incomes of the 
average car buyer between late 1956 and early 1957— 
a period when many workers found their weekly 
pay envelopes thinned a bit by falling overtime. 

Moreover, there is no likelihood that the length 
of term on instalment contracts can be lengthened 
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any further, to offset the increase in the purchase 
price. This process—of lengthening the credit con- 
tract to hold monthly payments constant even while 
car prices rose—has been a strong support of the 
auto market throughout the price upheaval of the 
postwar years; it has apparently been exhausted. 
Neither commercial banks, nor sales finance com- 
panies, nor those dealers who carry some of their 
own credit paper have shown any interest or willing- 
ness in stretching terms beyond 36 months, and 
inder conditions of tight money the cost of such 
xtension is well nigh prohibitive anyway. 

It has frequently been pointed out, in connection 
vith the automobile market, that 1958 will be a 
rood year because many buyers got 36-month terms 
n 1955, and will therefore come out from under 
heir auto debt in 1958. This is certainly true; but 
10w many of the 1955 buyers are ready and willing 
to get into another 36-month contract? This question 
s the substance of an interesting, important, but 
lazardous guessing game now being played by auto- 
notive analysts. Somewhere between 1.0 and 1.2 
million buyers of new cars in 1955 took 36-month 
‘redit, and will complete their payments during 
1958. But how many of these have already begun 
paying on other goods—furniture, appliances, etc.? 
How many have undertaken mortgage debt, in anti- 
cipation of getting out from under their auto debt? 
How many, in fact, have been required to take out 
personal loans of 12 months or 24 months from 
small-loan companies, in order to meet their obliga- 
tions on their automobile contracts? (The personal 
loan category of instalment debt has been growing 
at a very significant 15‘% per year rate for the past 
several years.) 

Finally, a margin of the industry’s annual sales 
in recent years has come from the progressive de- 
velopment of the two-car market. But further 
growth of the market in 1958 is open to two doubts. 
In the first place, the relatively slow rate of house- 
hold formation and residential construction in 1957 
argues against any sharp spurt in the number of 
eligible families entering the two-car classification. 
Secondly, and more importantly, the imported car 
is now making substantial inroads into the second- 
car market, and will doubtless enjoy even more rapid 
growth in 1958. Until quite recently, one or two 
foreign brands have had the American market for 
imported cars to themselves ; now competition among 
these foreign cars is quite keen, which implies com- 
petition between dealers, and hence somewhat nar- 
rowed margins, and hence more keenly competitive 
pricing vis-a-vis American-built cars. The higher 
price on 1958 American models would itself help the 
foreign car; but the combination of higher prices on 
American cars and more competitive pricing on for- 
eign cars argues that foreign cars will make further 
substantial inroads into the market in 1958. 

Production of American cars in the late months 
of 1957 and early 1958 may be influenced favorably 
by the possibility of an automobile strike at mid- 
1958; that is, producers may wish to protect them- 
selves by building up heavy dealer stocks. This is a 
favorable short-term influence on the market, but 
what is involved for all of 1958 is the sales rate, 
not the production rate. And the present outlook for 
sales of domestically produced automobiles in the 
first half of 1958 is now not significantly different 
from the 1957 rate of about 6.0 million. If this 
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preliminary and frankly tentative description of 
the market turns out to be correct, autos will not 
be a general stimulus to business during the year 
ahead. 


The Trend in Residential Construction 


Thus far in 1957, residential building has been a 
semi-depressed industry. During the summer, the 
rate of dollar expenditures on homebuilding was 
about 7°> below the rate prevailing in mid-1956, 
despite an increase of perhaps 4‘ in the cost of 
home construction. The rate of new housing starts 
was approximately 10° below the rate prevailing 
in midsummer 1956. 

Much of this decline has been attributed, alto- 
gether accurately, to difficulties in financing new 
home construction under the FHA program, which 
permits lenders to charge a maximum interest rate 
controlled by Federal law. For most of 1957, the 
allowable maximum was below what bankers con- 
sidered a fair yield, taking into account the ser- 
vicing costs on home mortgages and the much im- 
proved yields available on other investments. 

A small step to remedy this situation was taken 
by the Congress in the 1957 Housing Act, but since 
the passage of this act, vields on other securities 
have risen still higher, and the FHA mortgage is 
still more or less a step-sister in the eyes of the 
investor. 

Nevertheless, recent figures on the rate of con- 
tract awards for residential building have been 
promising. These awards data are, of course, up- 
stream of both housing starts and actual con- 
struction expenditures; they tend to forecast these 
ensuing statistics. If the awards data now available 
are accurate, both starts and dollar outlays should 
advance in the Spring of 1958. They may advance 
somewhat if financing is more freely available by 
then; they may advance only slightly if financing 
problems persist. But it is now considered unlikely 
that starts and outlays will be lower than they 
are now. Given present conditions in the housing 
market, and even allowing for the fact that the 
present rate of household formation is relatively 
low, the combined influence of new family forma- 
tion plus the high rate of home demolition now in 
progress, plus gradually increasing momentum of 
urban redevelopment programs, argues for a build- 
ing rate next spring in excess of one million per year 
—or perhaps 5% more than currently. A tentative 
estimate for the housing market must thus now be 
moderately favorable—no return to the stellar peaks 
of 1950, but possibly (Please turn to page 55) 





IMPORTANT JOINT VENTURES 
in RESEARCH and INDUSTRIAL ENTERPRISE 


By NOEL PHILIP HEMMING 


The search for the hidden values behind 
securities, like the hunt for buried treasure, is al- 
ways interesting and often very rewarding. Many 
companies, through the medium of joint ventures 
with one or more of their corporate contemporaries, 
are building up substantial equities in assets and 
earnings which are not too self-evident as these are 
not consolidated with the parent companies’ ac- 
counts. It is fairly common knowledge that Corning 
Glass has participated in several joint ventures, but 
how many realize that Corning’s holdings in just 
one of its affiliates has a market value of almost $150 
million in excess of book value. 

While the joint venture concept of operation is 
relatively new, there were a few such combines even 
before World War II. For example, the present in- 
dependent Radio Corp. of America was once con- 
trolled by General Electric and Westinghouse and 
it was not until a Consent Decree in 1932 was en- 
tered against the companies involved that General 
Electric and Westinghouse divested themselves of 
their RCA holdings. 

A study of joint ventures reveals that while each 
has its own characteristics, a definite over-all pat- 
tern is discernible. In most cases, the different par- 


12 


ties decided on collaboration because each was work- 
ing on specific research and development projects, 
capital requirements to proceed further became 
heavy and the end product was not going to be 
directly competitive with those then being manu- 
factured by the participants. The joint operation, 
by eliminating duplication of research and develop- 
ment expense, resulted in a narrower time lapse 
between inception and commercial production. 

None of these ventures was Government spon- 
sored but its blessing usually was implied through 
rulings that such joint co-operation was not in viola- 
tion of the anti-trust laws. Furthermore, at the 
behest of Washington through two recent conflicts— 
World War II and the Korean “police action”—indus- 
trial leaders and scientists operated much closer 
than formerly and thus learned the benefits of work- 
ing together; thereafter, a retreat to the pre-war 
concept of corporate isolationism became virtually 
impossible. 

Defense needs and Government guarantees as to 
price and quantities also played an important part 
in accelerating the formation of these joint endeav- 
ors. This, no doubt, was the predominant factor in 
the several titanium ventures. Incidentally, all is not 
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clear sailing in the titanium field but this is no 
reflection on joint operation but rather an example 
of the lack of cohesion between various Government 
authorities. Despite this, Allied Chemical and Ken- 


necott Copper have announced that they are going 


ahead with joint plans to construct a $40 million 


titanium production plant. 


The joint efforts we have under study cover a 
wide variety of industries and, in many instances, 
have brought together companies in entirely differ- 
ent spheres of operations. An electronic company, a 
steel manufacturer and a distilling company are now 
jointly in a metals operation. A maker of optical 
goods has joined with an amusement enterprise to 
exploit a new entertainment medium. A leading 
chemical company and a rayon producer find them- 
selves in the nylon field. These, and others, are de- 


scribed more fully below. We'll 
begin with the pioneers: 


Pan American Grace 


An old alliance (dating back 
almost thirty years) is that of 
W. R. Grace and Pan American 
World Airways who in 1929 
formed Pan American Grace Air- 
ways to operate an air line in 
Central and South America. W. R. 
Grace had pioneered in maritime 
transportation and in commercial 
interests below the Rio Grande 
so it was natural for them to 
seek a method of improving com- 
munications in those regions, A 
tie-up with Pan American, long 
experienced in international air 
travel, was logical and the ven- 
ture has been profitable, growth 
in revenue and income have been 
in an upward trend. The expan- 
sion of Panagra was financed 
without aid from the parent com- 
panies other than the $500,000 
each put up originally yet it now 
has a net worth of more than 
$13 million. It is interesting to 
note that W. R. Grace recently 
announced a joint venture with 
a French company (Pechiney) to 
build a plant in the United States 
to make high-purity silicon and 
other semi-conductors. 


Aramco 


One of the oldest joint corpo- 
ate ventures and one which 
omes quickly to mind is Arabian 
American Oil Co. (Aramco). In 
936, Texas Company acquired a 
0°) interest, the remaining 50% 
veing owned by Standard Oil of 
‘alifornia, Subsequently, Stand- 
ird Oil of New Jersey and So- 
‘ony Mobil came into the venture 
ind the interest is now 30° each 
xy Texas Company, Standard of 
‘alifornia and Standard of New 
Jersey, and 10% by Socony Mobil. 
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Aramco has a long term oil concession from Saudi 
Arabia covering approximately 367,000 acres. Both 
political risks and large financial requirements were 
prime motives in this overseas combine. 


Corning Glass’ Several Joint Activities 


But if others arrived first, no large industrial cor- 
poration has pursued the joint venture trail to the 
extent that Corning Glass has. In affiliation with 
Dow Chemical, Corning has a 50‘ 
the Dow-Corning Corp., an important manufacturer 
of silicone products; it also owns 50°‘ 
Corning Corp., makers of glass blocks and cellular 
glass products, the other 50‘ being owned by Pitts- 
burgh Plate Glass. An interesting example of transi- 
tion from a joint venture to a publicly owned enter- 


ownership in 


of Pittsburgh- 




















Selected Joint Venture Companies 


Joint Venture Business 


Corporate Entity or Activity 
ARABIAN- Mideast Oil 


AMERICAN OIL 


BRUNSWICK Paper 
PULP & PAPER 
CHEMSTRAND Synthetic 
Fabrics 
DOW-CORNING CORP. Silicones 


GOODRICH- Synthetic Rubber— 
GULF CHEMICALS Petrochemicals 
MALLORY-SHARON Titanium 
TITANIUM 
REACTIVE METALS INC. Zirconium 
Alloys 
MICROWAVE Electronics 
ASSOCIATES 
NATIONAL Petrochemicals 


PETRO-CHEMICALS 


PAN AMERICAN Joint Airline 


GRACE AIRWAYS 


PITTSBURGH- Glass Blocks 


CORNING CORP. 


RESERVE MINING CO. (**) Taconite 


SYLVANIA-CORNING 
NUCLEAR CORP 


Atomic Energy 


TODD-AO CORP Motion Picture 


Process 


(*)—Other ownership not publicly disclosed. 
(**)—Property owned by Mesabi Iron Co. 





Parent Ccmpany Owner 


Socony Mobil Cil 
Standard Oil of Calif 
Standard Oil of N. J 
Texas Company 


Mead Corp. 
Scott Paper 


American Viscose 
Monsanto Chemical 


Corning Glass 
Dow Chemical 


Goodrich, (B. F.) 
Gulf Oil 


Mallory (P. R.) 
Sharon Steel 


Mallory-Sharon Titanium 
National Distillers & Chem. 


Amer. Broadcast-Paramount 
Western Union Telegraph 
(*) 

National Distillers & Chem 
Panhandle East. Pipe Line 


W. R. Grace & Co 


Pan American W. Airways 


Corning Glass 
Pittsburgh Plate Glass 


Armco Steel 
Republic Steel 


Corning Glass 


Sylvania Electric 


American Optical 
Magna Theatre 


Percent 
age of 
Owner 

ship 


10% 
30 
30 
30 


50 
50 


50 
50 


50 
50 


50 
50 


50 
50 


50 
50 
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prise is the Owens-Corning Fiberglas Corp. This 
was formed as an affiliate of Owens-Illinois Glass 
and Corning in 1938 to perform research and devel- 
opment work in fiberglass and carry on the business 
therein which these companies had formerly devel- 
oped independently of each other. The company 
grew rapidly and its increasing demands for new 
capital were so heavy that the two participants 
decided to issue shares to the public through an 
underwriting. In 1952, 630,000 shares were offered, 
450,000 being company treasury stock and an aggre- 
gate of 180,000 shares in equal amounts by Owens- 
Illinois and Corning Glass. This year, another 300,- 
000 shares were sold to the public, all for the 
account of the company, Owens-Illinois and Corning 
continuing the ownership of 2.1 million shares each 
for an aggregate of 62.8% of the now outstanding 
6.6 million shares. It is quite within the realm of 
possibility that other of Corning’s joint ventures 
may in time come to the public to raise capital. 

A timely example of the diversification afforded 
to the parents by a joint venture is the recent for- 
mation of Sylvania-Corning Nuclear Corp. by Syl- 
vania Electric Products and Corning. Both com- 
panies have been active in nuclear work for some 
time and the new company will benefit from Syl- 
vania’s background in nuclear metallurgy and Corn- 
ing’s leadership in high-temperature ceramics for 
holding and protecting atomic fuels. 

Are these profitable joint ventures? The December 
31, 1956 balance sheet of Corning Glass revealed 
that the company’s total equity in net assets of Pitts- 
burgh-Corning, Dow-Corning and Owens-Corning 
was almost $35 million more than the investment in 
these companies. The market value of its Owens- 
Corning shares at the present time is approximately 
$175 million in excess of book value. These are hid- 
den values which only careful analysis uncovers. 


National Distillers Et Al 


Corning, of course, is way out in front in the 
joint venture sweepstakes, but National Distillers 
is moving along aggressively in the field. It has 60% 
participation in National Petro-Chemicals Corp. 
(Panhandle Eastern Pipeline owns the other 40° ) 
and has recently developed a number of other joint 
interests. National Petro-Chemical, aside from a 
wide range of petrochemical products, is banking 
heavily on polyethylene. At the end of 1956, poly- 
ethylene capacity was 50 million pounds per annum 
and this is to be doubled by the end of this year. 
Once more, the investment in a joint venture seems 
amply justified. Last year, its first year of full op- 
eration, net profit after taxes of National Petro- 
Chemical amounted to $6.3 million. Inasmuch as 
National Distillers consolidated these figures with its 
own accounts they represented a substantial con- 
tribution to the majority stockholder’s earnings. One 
can with good reason doubt whether, if either of 
these companies had embarked on this enterprise 
alone, such excellent earnings could have been de- 
veloped so rapidly. 


Mallory-Sharon 
So happy has National Distillers been with its 
initial joint venture experience, that it has recently 


joined hands with P. R. Mallory and Sharon Steel 
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in an interesting new venture. Early in 1951, P. R. 
Mallory and Sharon Steel formed the Mallory- 
Sharon Titanium Corp., a 50-50 joint venture. As 
both of these companies wished to maintain their 
position in the new and growing titanium field the 
merger was a natural as each, in its titanium opera- 
tions was complementary to the other. Mallory had 
already devoted ten years of research to the devel- 
opment of titanium alloys but manufacturing facili- 
ties necessary to fabricate these alloys into sheets, 
strips, forgings and tubular products would have 
involved several million dollars’ expenditure for 
Mallory whereas Sharon already possessed these 
facilities and was keenly interested in further titan- 
ium fabrication. An additional spur for the merger 
was the urgent need for the development of titanium 
alloys for defense purposes. 

Both companies apparently like the joint venture 
method of operation as early this year Mallory- 
Sharon formed with National Distillers a joint com- 
pany, Reactive Metals, Inc. This is to be followe:| 
by an even closer knit integration as just recent] 
it was announced that Mallory-Sharon and Nationa! 
Distillers will form before the end of the year 
new company to be called Mallory-Sharon Metals 
Corp. The new enterprise will be no small venture 
National Distillers will contribute its Reactive facili 
ties for the production of zirconium and titaniun 
sponge from a plant to be completed this year ha\ 
ing an annual capacity of 10 million pounds of ti 
tanium sponge and 2 million pounds of zirconiun 
sponge; Mallory-Sharon has a capacity to melt 1! 
million pounds of metal a year and last year pro 
duced 2.5 million pounds of fabricated titanium mil 
products. Admittedly, recent curtailment of Ai) 
Force procurement orders for aircraft could cut 
titanium demand and this was a factor in the for- 
mation of the new enterprise. P. R. Mallory, Sharon 
Steel and National Distillers will each own one- 
third of the equity in the new corporation. 


Reserve Mining 


The titanium field is virtually dominated by joint 
ventures, but the more prosaic metal industries do 
not lack for their representatives. Armco Steel and 
Republic Steel each own 50° of Reserve Mining Co., 
which was formed in 1939 to mine and develop a 
process to prepare taconite ore for blast furnace 
use. The need to perfect such a process was almost 
urgent for both companies as they did not have the 
preferred ore position of their competitors, in par- 
ticular Bethlehem and U. S. Steel. It was fairly 
obvious that neither Armco nor Republic could 
carry on alone because of the substantial capital 
required. Reserve has already spent some $200 mil- 
lion—nor could they ignore the long term threat of 
an ore shortage within a decade or so from that 
time. The money has been well spent and last year 
over 6 million tons of taconite ore were used by the 
two participants. Taconite ores, extremely hard and 
containing only about 25% iron, are in plentiful 
supply but could not be mined or beneficiated eco- 
nomically until the process now being used was 
developed. 


Joint Chemical Ventures 
The gradual emer- (Please turn to page 54) 
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What CONGRESS Left Undone 
And Needs Urgently to Do 


—A discussion of top priority legislation 
—What is likely to pass—or to be shoved under the rug 


Tax reduction, upward revision of tariffs, and 
legislation to curb labor union malpractice—these 
are the major items of Congressional unfinished 
business which will confront the lawmakers when 
they reconvene Jan. 7. With civil rights legislation 
out of the way (barring serious attempt to broaden 
the bill) the lawmakers will-not be able to duck de- 
cisions by pleading a crowded docket or the threat 
of filibuster. 

President Eisenhower’s batting average with the 
first session of the 85th Congress was low: about 
one-third of his propositions were accepted. This 
suggests a numerically heavy calendar overhanging 
the upcoming session but that is not meaningful in 
itself. The first session of any Congress is piled high 
with messages and bills, most of which are pre- 
ordained never to see the light of committee hearing. 
The thinning-out process takes place in the early 
months; when the second session begins, hundreds 
have been reduced to dozens—the others are in the 
tiling cabinets but for all practical purposes are 
as good as dead. 
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Perhaps the carryover is heavier than can be jus- 
tified. It was the longest session since 1951. But on 
the other hand it was the first since 1848 in which 
the elected President did not have at least one house 
of Congress controlled by his own party. That was a 
factor in the disappointing grist and the heavy lay- 
over. Senator J. Strom Thurmond, once the darling 
of the political south and its Presidential hopeful, 
got himself into the doghouse with an unannounced 
marathon talkfest against the civil rights bill. He 
didn’t need this show to convince his own state’s 
voters, who knew his attitudes well, from his days 
as Governor and in earlier sessions of Congress. 
Two things may flow from his performance: 1. New 
fires have been lit in favor of a cloture rule which 
will make future Senate filibusters impossible and 
would rob the southland of something it has seldom 
used, but frequently has waved effectively as a 
threat. 2. Some democratic Senators from the 
southern states who refused to join the attempt to 
talk the bill to death, may have hard going when 
they come up for re-election. 
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Tax Question Must Be Faced 


Whether taxes are reduced or retained at present 
levels is for the future, but it won’t be possible for 
the lawmakers to skirt it next vear as they did in 
the session recently ended. Hearings on a new 
Revenue Act begin on the opening day of the ses- 
sion. They will be concluded March 7, under the 
strict timetabling which Chairman Jere Cooper has 
announced. That means a bill could be reported 
before the end of March, complete with schedules 
and recommendations. 

The first few weeks of next January will unveil 
the democratic party’s plan for handling taxes. It 
will add to relief for middle- and low-income groups 
and for small businessmen. It will be unveiled speed- 
ily in order to have it on record before President 
Eisenhower states the Administration’s tax policy— 
a hard one—in his budget message. Groundwork will 
be laid in the State of the Union Message, sometime 
in the first 10 days of the session. 

There is no present basis for hope that President 
Eisenhower will propose relief in the form of lowered 
corporation taxes. 

The Ways & Means Committee hearings extend- 
ing through the first two months of the new Cong- 
ress will be in the nature of finding policy rather 
than searching for methods. The Committee already 
has more suggestions than it can digest: more than 
1200 tax cut bills are in its files. Many of them are 
duplicates, some are re-writes of original proposals. 
Certainly there cannot be 1200 solutions to a riddle 
that appears so near to insoluble! 

To cut through the mountainous pile of pending 
bills, it is suggested that careful reading be given 
the draft which Representative Cooper will present 
under his own name. It will be the democratic party’s 
“policy” draft. 

Since Congress adjourned, President Eisenhower 
has done nothing to encourage tax cut hopes. When 
he glanced at the final budget this year he observed 
there is nothing in it to warrant such pleasant anti- 
cipation. The White House had predicted a $1.8 bil- 
lion surplus, on the basis of the estimates first sub- 
mitted to Congress. Ike reduced his figures by ap- 
proximately $1 billion dollars via revised budgetary 
messages. In evaluating tax reduction outlooks for 
next year, it should be remebered that Ike was given 
all he asked in terms of Revenue: high corporate 
levies and excises were continued for another year, 
upon his plea, and income classifications remain un- 
changed. Spending approved by Capitol Hill is less 
than the President had asked, and his surplus out- 
look was thereby improved rather than dimmed by 
Congress. The reduction has been variously esti- 
mated, depending on which of several starting points 
is selected: The 
original budget mes- 
sage; the White 
House revised bud- 
get; a combination of 
“new money” and ap- 
propriated balances; 
or merely ‘‘new 
money.” Using one 
of these approaches a 
$7 billion saving 
would be apparent 


16 





(but it wouldn’t be real, by any means) ; Ike said 
the real budgetary cut is about $1 billion; The 
Bureau of the Budget, which should know best, says 
its $3 billion; and Congressmen are telling their 
constituents they saved the taxpayers $4-5 billion. 

Getting back to fundamentals the arithmetic be- 
gins with a $1.8 billion surplus to which a minimum 
of $1 billion (Ike’s computation of the net cut) may 
be added—$2.8 billion which, theoretically, might 
be available for tax reduction. That isn’t enough! 
It is doubtful that any relief acceptable either to 
Congress or to the taxpayers could be made within 
this figure. The spread would be too thin. And these 
‘alculations presume that Treasury incomes wi) 
remain high; that business will continue to boom 
and pay high taxes, and that employment and other 
income sources will continue with unabated pro- 
ductivity. It also takes for granted that the Federa 
Government will live within the budget and the 
answer to that inquiry already is in: No! Alread 
there are deficiency appropriations bills in the mak 
ing. They must be approved before the next one 
half of the Congressional session expires, or essen 
tial services will come to a halt. Mail delivery a 
we now know it, for one! 


Trade and Tariffs — A Priority Issue 


Running parallel with the tax problem throug! 
the early months of the next session will be proposals 
for legislation in the areas of trade and tariff. The 
Reciprocal Trade Agreements Act comes up on the 
question of renewal. The same forces and arguments 
that placed the foreign aid bill in jeopardy this year 
will operate to junk the Hull Program. It will be 
reminded that this legislation was enacted to carry 
friendly countries through a period of industrial 
and economic rehabilitation overcoming the back- 
wash of World War 2. There are many evidences 
that the pendulum has swung too far already: 
cheaply produced imports are imperilling some do- 
mestic products. Reciprocal trade treaties had their 
genesis and principal support among Congressmen 
from the southland. But that was a full decade ago. 
There has been a minor economic revolution since 
then. One influential senator from a southern state 
summed it: “We’re industrialized now!” The facts 
bear him out. Yet his section is crying out for relief 
against textile import competition as well. 

A by-product of the Congressional session this 
year was the formation of a powerful protective 
tariff bloc which zooms the trade agreements pro- 
gram to a topmost controversial position in the plan- 
ning for 1958. It is stated confidently by this group 
that the Hull Plan is limping into port for the last 
time, and it will not be renewed. There are points of 
similarity with the 
foreign aid bill, 
which this year faced 
the most determined 
effort to date to cut, 
or wipe out, this form 
of spending: each 
was intended to ex- 
tend economic aid to 
friendly countries 
but permanence was 
not contemplated in 
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the enactments. 

The White House seemingly foresees the end of 
reciprocal trade treaties. The straining effort to gain 
approval for GATT (General Agreement on Trade 
and Tariff) was an attempt to save the substance, if 
the form were to be lost. Congress didn’t go along 
with the idea. Foreign trade agreements like mili- 
tary and economic aid, carry the One World sugges- 
tion and there are those in high office who are not 
pleased with the fruits of our efforts in that direc- 
tion, and who feel the sting of complaints at home 
ver continuing costs. That some of the beneficiary 
‘ountries seem to regard the money tree as part of 


( 
their proper estate and exhibit little willigness to 
return a quid proquo has had a galling effect in 


certain quarters. Quarters that count! 

The upcoming session will see a start on a new 
tariff act. It will be basically a proteciive measure, not 
« barter deal as reciprocal treaties are, in name and 
declared purpose. In truth the legislation now on 
the books has more historical] interest than practical 
application: provisions have been ignored and basic 
purpose flouted. Increasingly over the decade, United 
States industry has been complaining against the 
competition of imports from low-wage countries. 
The “peril point” provision has been applied spar- 
ingly. The theory that “some toes must be stepped 
on for promotion of the common good” has a hdllow 
ing to the step-ees. 

President Eisenhower will make a fight for re- 
newal of the treaty-making power within the Ex- 
ecutive Office. However, Ike will have his hands full 
selling the next foreign aid bill and he may find it 
politically wise to concentrate on the latter, go along 
on a tariff act rewrite which is strong on protection. 


Public Audit of Union Funds A Minimum Target 


Congress adjourned without taking action to place 
inion funds under a system of strict public accounta- 
bility. That was a real surprise. The strategy worked 
sut to defeat the charge of anti-unionism, was to 
‘onfine action this year to a single measure: fund 
iccountability. That seemed safe; most unions said 
they already were doing it, or were ready to make 
necessary reporting changes. AFL-CIO statisticians 
had worked like beavers to prepare a program not in 
the nature of escape from Federal surveillance but 
actually looking to statutes and enforcement. They 
conceded the amount of money involved is tremen- 
dous: Andrew J. Biemiller, a former Wisconsin 
Congressman, now director of legislation for the 
merged unions, fixes the aggregate at “probably in 
excess of $40 millions.” And it’s growing, fast! But 
actual figures as of 1952 showed the combined net 
worth of four important unions at $1.2 billions— 
making Mr. Biemiller’s remark the understatement 
of the year. 

Federal regulation might have become a fact were 
it not for the circumstance that the McClellan Com- 
mittee and several Federal grand juries were ex- 
pected momentarily to hit pay dirt. If developments 
had come as forecast, a code of much broader ex- 
panse would have resulted. Two Senate committees 
concentrating on handling of union welfare, pension 
and trust funds, came up with revelations of diver- 
sions for the personal gain of their administrators. 
(This is in addition to the McClellan Committee dis- 
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involving 
funds and 


closures 
general] 


dues.) Possibly by 
way of pinpointing 
the abuses to the 


Teamsters’ Union the 
AFL-CIO convention 
called for statutory 
control. That should 
have stiffened the 
backbones of Cong- 
ressmen who worry 
over the “labor vote,”’ but it had no effect whatever. 

In justice to the lawmakers it should be placed on 
the record that one serious question confronts them 
in their consideration of fund reporting legislation: 
should surveillance cover only union-administered 
funds or should it extend to accounts handled by 
management? Dispute in this area delayed the House 
Labor Committee hearings until] it was too late to 
formulate a bill. Also, the Committee listened to a 
persuasive presentation against including company- 
administered funds, from the National Association 
of Manufacturers, seconded by insurance company 
spokesmen. These witnesses were able to show that 
the abuses uncovered stemmed entirely from union 
administration. 

Of all welfare 
States today, about 
administered solely by unions, 
ministered jointly by unions and management, while 
the remaining 92 per cent are wholly directed by) 
management. On the basis of these figures it can be 
argued that the Congressional mountains are labor- 
ing to bring forth a mouse, if their bill covers at 
most 8 per cent of the funds. Senator Paul Douglas, 
senate committee chairman, stated this conclusion: 
“No group involved in welfare funds—unions, man- 
agement, insurance companies, or banks—is exempt 
from criticism for abuses or carelessness.” 

The Douglas school] of thought prevailed in the 
committee this vear. Continued democratic control 
of the Senate in the next session seems certain and 
the Illinoisan will be influential. That would mean 
company plans under surveillance, and the rationale 
should be hard to defeat: “The beneficiaries of these 
plans are workers and their families. The assets of 
these plans are monies for which the beneficiary 
has worked just as he has worked for his wages. 
They are, in fact, deferred wages. They must be 
protected by law.” 

But if Congress does nothing more than require 
registration, detailed reporting and public auditing 
it will amaze management and the unions, and dis- 
appoint beyond description. No such failure is in 
sight. The McClellan Committee has received ap- 
proximately 50,000 messages from persons who 
signed as wage-earners or their families, most of 
them asserting union affiliation, demanding that 
abuses by labor bosses be ended. Yet there is no bill 
in sight today which goes beyond registration of pri- 
vate pension and welfare funds and even that is 
bottled up in committee. Neither house of Congress 
has received a report. 

If James Hoffa becomes President of the Team- 
sters Union by vote to be taken at the convention 
beginning Sept. 30, a whole series of restrictive 
legislative enactments is (Please turn to page 45) 
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Inside 
Washington 








BUDGET BUREAU has calculated the “genuine sav- 
ings” made by Congress, through appropriation bill 
cuts, to be about $3 billion. No individual or agency 
is better equipped to do the reckoning. Major cuts: 
foreign aid $1 billion; defense $630 million; school 
construction, $451 million; soil bank, $236 million; 





WASHINGTON SEES: 


The Republican Party will go into the next ses- 
sion of Congress in a condition of leadership doubt 
not matched since the early days of the Nation. 
President Eisenhower is suffering the slings and 
arrows of a unique status: not only is he estopped 
from running again, by Constitutional provision, 
but also he cannot create an air of uncertainty 
to the point some predecessors found useful, not- 
ably Harry S. Truman. Truman kept Congress 
guessing until his legislative program was out of 
the way. Then he announced he would not be a 
candidate. Party loyalty kept many democrats in 
line, aware they could not change their tune be- 
tween Spring and Fall. 

Senator William R. Knowland, Republican leader 
in the Upper House, reduced his effectiveness as 
a party catalyst by announcing he will run for 
Governor of California, a move many interpreted 
as an intermediate step to the Presidential nomi- 
nation. California Governors have quit to go to 
the Senate, but until now, the reverse hasn’t been 
true. The stakes must be higher! Another Califor- 
nian, Richard M. Nixon, has strong support in the 
Senate for the Presidential nomination. This appar- 
ent pre-empting of the field by one state isn’t going 
to set well. To build the case for either by crown- 
ing him with Senate leadership, in fact, would be 
a committment not likely to be made. The race for 
Senate Republican leader is thus wide open. 











By “VERITAS” 


Interior Department, $60 million; civil defense, $91 
million; U.S. Information Agency, $48 million; State 
Department, $39 million; Post Office Department, 
$18 million; Treasury, $22 million; National Ad- 
visory Committee for Aeronautics, $25 million; U.S. 
Veterans Administration, $23 million. Congress 
voted $1.1 billion not asked by the President but 
Ike turned down $1 billion by vetoing pay raises and 
veteran housing loans. 


CONTROLS on installment buying will be asked by 
Senator Joseph C. O’Mahoney at the next session of 
Congress. The veteran lawmaker says the fires of 
inflation are being fed by too-easy credit based on 
low down payment and long amortization. President 
Eisenhower agrees with O’Mahoney that inflation is 
the No. 1 domestic problem today but believes it can 
be controlled by voluntary methods. 


SHIPBUILDING during the current fiscal year will not 
feel the effects of a slash in appropriations. It will 
carry on, using money appropriated in other years 
and available to pay for completions, plus some 
starts. The White House asked for $94.5 million for 
shipbuilding (almost entirely replacements) ; Con- 
gress cut this to a comparatively puny $3 million. 
But there is $92 million left in the account from 
other years and even after allowing for some in- 
creased labor and materials cost, this is not sub- 
stantially below the requested amount. The cut was 
on an optimistic note: Curtailment of the program 
“until the fiscal affairs of the nation are better.” 


SMALL BUSINESS wil! have its umpteenth opportunity 
to tell a congressional committee what its tax relief 
and other needs are when Senator John Sparkman’s 
special committee opens sessions in New York City 
October 2 with similar hearings to follow in a dozen 
other centers. The Alabama Senator said the impact 
of federal taxation on small business will be studied 
and an effort made to help the little fellow. 
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» State Department may have been right in saying 
that even So innocent a step as clearing United States news-~ 


men to report within China might have a disturbing effect 


on Asiatic nations friendly to the United States. Secre- 
tary Dulles said China's neighbors would interpret it asa 
step toward eventual recognition of the Red Government at 
Peiping. After bombardment from the press, Dalles gave 
in, part way: 26 selected media could send one reporter 
each, on a six months assignment, provided the Chinese 
would admit the writers. Without waiting for Peiping to 


Say yes, or no, the Japanese appointed a mission to nego-~ 
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tiate with Communist China for a $90 million two-way trade 





agreement, tripling the present base. 





































































































» The Commerce Department, as well as the State 
Department, long has known that it is principally throush 
Japan that products of United States laboratories and 
machines have been reaching Red China. The Trading With 
he Enemy Act forbids foreign firms "con- gaining in favor with the American people, 
rolled or owned" by American citizens to the Federal Reserve System concludes on the 
xport to the mainland. The files in Wash- basis of a study of consumer finances in 
ington suggest the possibility that this 1957 to date. Real estate made the largest 
$91 | srovision is being interpreted as if it read gain of all investment possibilities men- 
state | ‘controlled AND owned" — excluding from tioned by those interviewed — 12 per cent 
rent, | ts prohibitions operations in which United expresSing a preference for it, comrared 
States nationals have a financial interest to 8 per cent in 1954. High rate of return 
ress ‘alling short of true ownership, and less was the most common explanation. if the 
but than 51 per cent control. total interviewed, 58 per cent preferred 
and one or both of the fixed value assets —- 
p» Lest the impression be Spread that Savings accounts and savings bonds — but 
= only the Teamsters’ Union harbors members a substantial decline in preference for 
4! who hide behind the Fifth Amendment, Senator savings bonds was Shown. Only 26 per cent 
; of Roman Hruska has made a compilation based favored savings bonds, compared with 42 
| on on the experience of the Senate Internal per cent in 1954. A preference for common 
lent Security Committee. Taking the "fifth" stock was expressed by 10 per cent, compared 
pds before that group were 14 persons affiliated with 7 per cent in 1954. 
‘an | with the Electrical Workers Union, 11 with 
the United Automobile Workers, 6 officers » An earlier speech by Lester Pear- 
not of the American Communications Association, son had prepared Washington departments 
will 4 members of the International Association for critical comments by Canadian Prime 
ars of Machinists, one member of the United Minister John Diefenbaker in his first major 
0 Furniture Workers. In spite of lack of address in the United States since he became 
on- cooperation, the Committee learned the head of the government. But officialdom 
on. Communist Party has been systematically didn't expect to hear such blunt warnings as: 
om transferring well-disciplined card holders "The era of easy and good automatic rela- 
ab. from unions it controls to those it hopes tions between Canada and the United States 
vas to control. Staff members are working on is over." Diefenbaker spelled out his com- 
am suggestions to keep Reds out of the labor plaint insome detail. No. 1 was the harmful 
movement. There are no existing laws point- effect on Canada's foreign wheat market 
as ing to that specific objective. Some of caused by expanded export from the United 
ee the unions have performed a noteworthy States, coming at a time of huge wheat 
n’s service in housecleaning. But it's all Surplus in the Dominion. The neighborins 
ity been voluntary; it can slacken, stop com- head of state was appeased somewhat to learn 
oo pletely, at any time. that United States exports will drop sub- 
wt stantially next year and will veer from 
>» Investments in real estate are barter to cash. 





ET SEPTEMBER 28, 1957 19 








» The Prime Minister was a guest in 
this country and "the other side" was not 
fired at him, lest it weaken the hospitality 











» Reed accuses the Democratic party 
of being content to support tax reduction 
measures while knowing full well that many 














of the occasion. But it is a fact that the 
subsidized United States exports to which 
Canada objects went largely to India, Poland 
and other countries which needed a bolster- 
ing which, in turn, would rebound to Canada 
as well as to this country. 








>» It is not easy to understand 
the Prime Minister's other principal con- 
cern, namely, that a substantial American 
capital investment is being made in his 
country. 














He appeared less pleased by the 
prospect of industrial and other develop- 
ments, the increased taxes, and multiplied 
employment opportunities, than worried by 
the likelihood that "foreigners" might gain 
additional eguity and management position. 
His nationalistic position is understand- 
able, and it made good reading back home in 
Canada. United States investors might 

well read into the Prime Minister's obser- 
vations a warning and a guide to the handling 
of their operations north of the border. 








>» However, Canada has good reason 
o be happy over the availability of invest- 
ent money. Records in the U.S. Department 
f Commerce show the Dominion has been able 
to build its industry to the point that it 
is one of the world's leading exporters of 
military aircraft. Latest large order 
placed in Canada is a $43 million contract 
for the A. V. Roe Co. of Toronto, to supply 
Belgium with 53 CF-100 all-weather jet 
fighters. This is a completely Canadian- 
designed, developed, powered and produced 
airplant. Belgium will receive the planes 
under the mutual aid plan of NATO — with 
the United States footing 75 per cent of 
the bill! 
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» Fight already is brewing in the 
House Ways and Means Committee over the 
Suggestion of income tax reduction based 
on cuts imposed in the budget this year. 
Rep. Daniel A. Reed, New York Republican 
and ranking minority member, charges that 
the suggestion of lowered levies is a decep- 
tion based on what he calls a "phony economy 
program". The New Yorker contends the 
record of committee hearings amounts to 
a frank confession by the Appropriations 
Committee that at least 50 per cent of the 
savings effected in the Defense Appropria~ 
tion Bill was phony. 
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of the budget cuts will be restored in 
Supplemental bills early next session. 
This, the veteran Congressman says, is 
political expediency at its worst, and dis- 
plays a flagrant disregard for the fiscal 
Stability of the nation. "As far as I am 
concerned," Rep. Reed says, "the taxpayers 
richly deserve a tax reduction which will 
enable them to retain more of the fruits of 
labor. But, unfortunately, such a tax cut 
cannot be made unless we jeopardize our 


economy." 


p» In the backwash of McClellan 
Committee hearings and subsequent talk of 
punishing individuals and unions, has come 
a new obstacle to the swift amalgamation 
of AFL and CIO on the state level. Illinois 
laborites have shelved their marriage plans 
temporarily. The union was scheduled to 
take place early this month. Fublic ex- 
planation was that details remained to be 
clarified. The real trouble, in addition 
to the Washington developments, appears to 





























to relinguish any of their sovereignty. 
CIO has complained to national President 
George Meany that the "unity" program sub- 
mitted for its acceptance would place AFL 


men in both top positions. 





p» United States Chamber of Commerce 
thinks the importance of state legislatures 


i 
is being overlooked in the concentration 

















of thought on congressional doings. The 
state law makers, says the C. of C., are 


responding to unprecedented public interest 
in union activities explored by Washington 
committees. This year, 45 of the legis- 
latures meeting in regular session con- 
sidered more than 1,000 bills dealing 
with labor. Many state legislators will 
be chosen in November ballotings. The 
National Businessmen's organization sug- 
gests that the records of all candidates 
be examined with unusual care. This year, 
Indiana passed a right-to-work law bringing 
the total of states with such a law to 18. 
Kansas will have a referendum on that issue 
in 1958. Bills to repeal right-to-work 
laws were defeated in 7 states and bills to 
adopt them were defeated in 1l states. 
California, Connecticut and Wisconsin 
placed pension and welfare funds under 
supervision, and New York tightened its 
funds supervision law. 
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EAST-WEST TRADE- 


Myth or Reality 


By A. W. 


Trade between East and West at this moment 
eems something which one may glimpse in ecstasy 
yut create only in agony. Notwithstanding the glit- 
tering prospect of vast and lucrative markets in the 
Communist world, it is very difficult to be optimistic 
ibout the chances for a stable and significant expan- 
sion of commerce across the Iron Curtain. To be 
sure, opportunities will arise, as in the past, for 
juick and profitable transactions by individual firms. 
‘hina and Poland, for example, now offer real if 
imited outlets for Western commodities and indus- 
trial goods. Russia and her satellites have made 
sporadic forays into European markets in the past 
ind will undoubtedly continue to do so in the future 
whenever the need arises. However, previous experi- 
nce and the very nature of the Communist economic 
system and objectives all suggest that a fitful and 
modest exchange of goods is the best one can expect 
in the way of trade between the two regions, at least 
in the near future. Moreover, the total volume of 
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economic activity that would be involved—even under 
the most favorable conditions—is so small, relative 
to trade with other areas, that one gets the distinct 
impression that U.S. thinking on this 
degenerated into superficial optimism dominated by 
wishes which are taken for facts. A sober appraisal 
of past experience will bear this out. 

The first point that should be made is that trade 
between the two blocs is so much smaller than com- 
merce between other areas because the Communist 
economic system has been fundamentally and 
unalterably opposed to trade with the West. This 
has not been due entirely to arbitrary and willful 
political decisions. Rather, it is attributable to the 
fact that the Communist economic system has been 
designed to be self-sufficient. Trade with countries 
outside the Communist sphere has been permitted 
only when failure to meet pre-fixed agricultural or 
industrial goals has necessitated a reliance on non- 
Communist sources of supply. Food shortages, for 


score has 
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example, have been important determinants of the 
direction and volume of Soviet imports. For instance, 
every trade agreement which Russia has signed with 
the shipbuilding nations of Western Europe since 
mid-1953 has included provisions for sizeable ship 
purchases, particularly fishing vessels and refriger- 
ator ships. This buying of fishing craft coincided 
with a shortage of food in the Soviet bloc and with 
growing complaints in Russia about a deficient fish 
supply resulting from a failure to achieve pre-set 
fishing goals. Coincidentally, but not accidentally, 
Russian orders for 


equally intense effort to flatter the Western business- 
man’s expectation of profits. As a result, theU.S.S.R. 
in 1954 had trade agreements with more free-world 
nations than at any other time in her history. It was 
not therefore unnatural for Western companies and 
traders to be lulled by the Soviety-inspired impres- 
sion that the world was at the threshold of an his- 
toric increase in the size of East-West trade. T! 
story of their gradual disenchantment unfolds n 
only a lesson for the future, but it also illustrate 
the illusory nature of Communist trade overtures. 

But, more than an) 


kL > OD 








thing, it is a pointe 





fishing vessels and 
cargo ships in the 
West had the effect 
of freeing Soviet 
and satellite ship- 
vards for building 


1949 1 
naval craft. 1950 
Spasmodic Soviet 1951 1 
shopping sprees in 1952 
Western markets 1953 
appeared to give 1954 ' 
way in 1953 to a 1955 ' 
more businesslike From: Economic Bulletin for Europe, Vol. 


manner in Commu- Imports are c.i.f., exports f.0.b. 


Trade Between Eastern and Western Europe 


(In millions of U.S. Dollars) 


Imports Into Western Europe 
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reminder that thers 
is a basic conflict 

5 between the Con- 
Exports From Western Europe munist view of in- 
ternational trade as 
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803 644 a marginal, wnes- 
014 747 sential and tempo- 
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/034 972 ern dedication to th» 
(357 1,095 belief that higher 
VII, No. 2. living standard 
throughout the 


world must be buil 





nist commercial! 
dealings with the 
free world. Nothing 
was spared to create 
the belief that a new 
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Trade of Satellite Nations With Themselves and 


(Illustrating shift toward a more autonomous economic region) 
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era in Soviet com- | 

mercial policies had || eer Or $1,969 million wort! 
finally. dawned. In | aamanin —winteg tate ites TOF” goods and serv: 
an effort to foster ices to Communist 
the impression that Bulgaria 12 88 87 13 China, Russia and 
Russia was now |} Secheslovakia se ” si 25 her European satel- 
seeking to place her | ooo : d ” = lites and imported 
4 > olan 3 70 30 ne - he . 
foreign trade on a [Penn 18 82 72 98 $2,005 million in 
stable, long-term ff} chine 2 98 80 20 return from these 
basis, the Kremlin | countries. By 1953 
quickly negotiated | From: World Economic Survey, 1955. exports had de- 
trade agreements seended to $1,35( 
with Argentina, Exports of Leading Nations to Mainland China million while im- 
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Denmark, France, (In millions of U.S. Dollars) ) 

Greece and Iceland. viet bloc fell to 
po . d celand 1938 1948 1955 1956 aor’ 11s ts 
The notable feature $1,580 million. It is, 
of this “trade offen- | U. S. 51.7 273.4 Nil Nil | of course, evident 
sive” was that the [| Germany 42.0 8 26.2 37.1 || from these figures 
U.S.S.R. had never fj Japan 331.6 4.1 28.5 673 || that the Western 
signed any trade ac- |] Britain a os rs 30.2 1} businessman’s justi- 

. . | France \ Y J 22.8 . - J 
cords before , ed distrust of the 
ecto Gs el em | Hong Kong cad ened _ ae | ol ae siren 
¢ Ee, weec » _ | Ss Ss > 

gentinaoranyother ———— -~ SRE song had been 


Latin Republic. 
Trade with all but Denmark and France had been 
virtually non-existant. Moscow also renewed existing 
commercial agreements with Afghanistan and Iran 
and signed a “payments agreement” with Egypt. A 
second group of trade agreements was negotiated 
later in 1953 with Belgium, India, Finland, Norway 
and Sweden. It was the first time, too, that the 
U.S.S.R. had ever had such a pact with India. There 
had not been one with Belgium since 1951. Barter 
deals were also signed with Israel, Japan and some 
of the countries already mentioned above. 
Will We Profit From Experience? 
Only in 1948 had the Kremlin engaged in an 
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cleverly dissipated 
while at the same time his new-born credulity was 
misapplied. 

The year which witnessed the most energetic 
Russian attempts to give their foreign trade policy 
a new facade was also the year which experienced 
a 16‘~ drop in the U.S.S.R.’s trade with the Western 
world. Since then trade between the two blocs has 
grown to the point where it has, admittedly, re- 
gained the 1948 levels. In 1955 for example, Russia, 
China and Eastern Europe purchased $1,921 million 
worth of goods from the rest of world. But the non- 
Communist nations bought $2,024 million of the 
Soviet bloc’s exports. If one considers that the 
value of world trade during the 1948-1955 period 
increased by more than 20 billion dollars, the res- 
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toration of previous levels of commerce between East 
and West is hardly an achievement to crow about. 
However, the experience of these vears may have 
had the salutary effect of reminding us that every 
cloud may have a silver lining, but it is often difficult 
to get it into the mint. 


Russian Opportunism Behind Gomulka’s Overtures? 


Western reaction to the recent unrest in the Soviet 
satellites does little to encourage the belief that this 
lesson has been profitably absorbed. The argument 
which is most quickly advanced in favor of a renewed 
flurry of trade agreements with the Soviet bloc is 
predicated on the belief that the Poznan and Hun- 
garian rebellions have shifted Soviet trade patterns 
and hampered Eastern Europe’s economic inter- 
dependence. As a result of this shift, it is claimed, 
the East is looking to the West for more imports. 
This argument has some merit only when it is applied 
to Poland and to Czechoslovakia. It was particularly 
true in the case of Poland when we believed that the 
Kremlin had been forced to grant Warsaw con- 
siderable ideological as well as economic autonomy. 
3ut that is now in question. However, we do know 
Poland’s growing industries will need ever-increas- 
ing supplies of raw materials, many of which will 
have to be obtained from outside the Communist 
world. The Soviet Union’s own deficiency in many 
of these goods, particularly foodstuffs, will mean 
that Moscow will at least have to condone a greater 
measure of Polish and other satellite trade with the 
West. There is the added implication that the Krem- 
lin will have to resign itself, at least for the moment, 
to a re-direction of such Polish exports as coal, 
chemicals and engineering goods to markets outside 
the Soviet sphere. This reorientation of Polish trade 
could constitute a severe drag on East German eco- 
nomic development, inasmuch as it’s steel industry 
has become heavily dependent on Polish coke. In light 
of political aspects will Russia want to pay the price? 

Czechoslovakia, too, is proving restive under the 
Communist yoke. Her people, like those of Hungary 
and Poland, are becoming embarrassingly insistent 
on an improvement in their living standards. This 
has fed the hope in Western business circles, par- 
ticularly in Germany, that Prague will import larger 
quantities of food, raw materials and consumer 
goods from bevond the Iron Curtain. These glowing 
prospects of a profitable multiplication of East- 
West trade was further stimulated by the encourage- 
ment which 
Europe’s_ busi- 
nessmen re- 
ceived this vear 
at the Leipzig 
trade fair. Pol- 
ish exhibitors 
were reported 
to be offering 
Western  buy- 
ers quick deliv- 
eries of textile 
machinery, 
electrical! 
equipment and 
machine tools. 
Warsaw’s dele- 
gation was 
particularly in- 
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in ac- 
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terested 
quiring 
needed 
mining equip- 
ment from 
West Germany. 


Cotton and 
vegetable and 
mineral oils 


also were high 
up on the Pol- 
ish shopping 
list. 


Sales at the 
Liepzig Fair 


The response 
of the non- 
Communist 
world to the Soviet sphere’s trade overtures is per- 
haps best illustrated by the fact that Bolivia, Iceland, 
Japan, Pakistan, Syria, Turkey were all represented 
at Liepzig for the first time. Colombia also responded 
to the promise of larger Communist coffee imports 
by contracting for satellite machine tools. Argentina 
bought $250,000 worth of printing machinery, Mex- 
ico acquired $70,000 worth of hand-knitting ma- 
chines while Uruguay agreed to buy East German 
tractors and farm implements. 

Western reservations about trade with the Soviet 
bloc seem to be melting away in the face of an 
apparently earnest Communist inclination toward 
forging closer trade ties with the West. Uncomfort- 
able reminders of previous disappointments have 
been dissolved by European willingness to accept 
Communist protestations of integrity. This is readily 
understandable in view of the fact that East-West 
trade is of particular importance to a number of 
nations, most of them European. The West’s enthu- 
siastic response to the latest Communist trade offen- 
sive is equally no dark mystery if it is viewed in the 
light of the importance of this trade to a number of 
European industries, particularly at this time, when 
the European boom seems to have lost some of its 
vitality. West Germany’s initiative and leadership is 
particularly intelligible within this context. Unfor- 
tunately, however, al] of these consderations tend to 
becloud the fact that for the West as a whole and for 
the United States in particular, trade with the Soviet 
sphere would, at best, constitute only a negligible 
portion of total foreign commercial activity. Ger- 
many’s experience underscores the misleading char- 
acter of the large percentage gains which some 
nations have achieved in their trade with the Soviet 
bloc. Between 1955 and 1956 West Germany more 
than doubled the volume of traffic between her and 
the six principal Eastern European nations. Yet this 
trade was only about 3 of Bonn’s total foreign 
commerce. 





Soviet Integration Altered East-West Trade Position 


The reason for the marginal nature of the West’s 
trade with the European satellites is to be found 
in the fundamental change which has taken place 
in the commodity composition of trade between the 
two areas since prewar days. In fact, it is precisely 
this striking alteration in the pattern and direction 
of trade which, more (Please turn to page 51) 
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A Timely Appraisal... 
1958 PROSPECTS for STOCKS 


That Resisted Decline This Year 


By HAROLD M. EDELSTEIN 


N.: many stocks have resisted this year’s down- 
ward market trend, but those that have represent 
businesses as far removed from the heavy industrial 
sector as an enterprise can get. Of the forty com- 
panies listed in the accompanying table, fully 26 are 
intimately associated with the most stable level of 
consumer demand. Included in this classification are 
three tobaccos, a chewing gum manufacturer and a 
soft drink company, since all three products have 
become important in the daily life of large segments 
of our population. 

In addition to these twenty-six corporations, how- 
ever, we can push the “direct connection with the 
consumer” point even further by stepping out of the 
field of consumer staples. Four of the companies 
that have resisted the general market down trend 
this year are utilities; American Telephone & Tele- 
graph, whose business needs no elaboration here, 
Columbia Gas, Detroit Edison and Toledo Edison— 
and all of them have heavy residential and commer- 
cial loads tying their business closely to basic con- 
sumer needs for cooking, heating and lighting 
services. 

Furthermore, amazing as it seems in light of all 
the important companies engaged in the pharma- 
ceutical field, the three companies in this industry, 
resisting decline, Sterling Drug, Bristol Myers and 
Vick Chemical are all heavily engaged in the sale of 
patent medicines, tooth paste and other assorted low- 
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priced consumer items. 

And finally, in the mass consumer field—also resist- 
ing the decline—are two companies on such opposite 
ends of the investment pole as Holland Furnace, 
which specializes in door-to-door sales of its prod- 
ucts, and U. 8S. Playing Card, a high quality invest- 
ment issue, which manufactures a product with 
universal appeal as a low-cost form of amusement. 

As far as the remaining companies are concerned, 
their reasons for better than average performance 
are as varied as their number, and range from 
Chrysler’s exceptional comeback in the automobile 
industry to an internally generated speculative ad- 
vance in American Colortype. 

Obviously there are many companies in the same 
or related industries, serving the consumer through 
direct or near direct contact, that have not resisted 
the trend so far this year. The reasons for the 
performance of these particular stocks, then, must 
lie elsewhere, either among special circumstances 
affecting the company or in technical factors in- 
fluencing the trading in these securities on the stock 
exchange. 


Issues That Forged Ahead This Year 


Although most of the stocks under discussion have 
not been exciting performers in 1957, a few have 
moved decisively against the tide. West Indies Sugar 
has moved steadily upward from a 1956 low of 
205%, to a 1957 high of 731. At 6614 the stock is 
holding its gain well, but its performance is not 
based on its operations but on special influences—on 
the news of the sale of its properties in the Domini- 
can Republic and rumors that the Cuban holdings 
will also be sold—and that the company will liquidate 
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40 Stocks Resisting Market Decline In 1957 
’ ae = pics = 
Net Net Earnings 
Earnings Per Share Indicated | 
Per Share Ist 6 Months Price Range Price Range Recent 1957 Div 
' 1956 1956 1957 1956 1957 Price Dividend Yield | 
i ‘ — — . 
Alleghany Corp. $1.13 $ .12 1038- 65s 9's- 55s 8 
| Allied Stores 5.05 $ .48! 53! 5634- 4238 477s- 40'4 43 $3.00 6.9% 
{| American Bakeries 3.52 1.57 1.82 36 - 30 37'4- 3134 36 2.10 5.8 
American Chicle 4.56 2.31 2.55 61 - 53's 64 ~- 53'2 61 3.00 49 
American Colortype 3.84 22 1 63 37'2- 27 3434- 27 34 1.25 3.6 
American Machine & Metals 5.83 2.54 3.15 4534- 35's 5834- 41 56 2.60 46 
American Stores 5.81 n.a n.a. 59'4- 48 58 - 45'4 55 2.00 3.6 
American Tel. & Tel. 13.16 13.28- 13.13- 187'8-165 1797%s-170'2 171 9.00 5.2 
Bayuk Cigars 1.70 87 75 19's- 16's 17'\4- 1558 16 1.00 6.2 
| Borden Co. 5.01 2.27 2.43 64 - 54 6238- 5134 60 3.00 5.0 
Bristol-Myers 3.55 1.81 2.08 44'4- 2854 61\4- 41 57 1.90 3.3 
Canada Dry 1.51 Pt 98° 17's- 13 16'4- 13's 15 1.00 6.6 
| Chrysler 2.29 2.14 10.29 87 - 60 82'4- 64's 77 4.00 5.1 
Climax Molybdenum 5.87 2.94 3.29 78'2- 60 76'8- 60'2 71 3.60 5.0 
Columbia Gas System 1.44 1.15 93 1738- 15's 18 - 16!2 16'2 1.00 6.0 
Corn Products 2.36 78 1.02 32%8- 27'2 32's- 28 30 1.50 5.0 
| Detroit Edison 2.36 1.31 1.42 387’s- 337s 417s- 375s 40 2.00 5.0 
| General Finance 2.04 1.03 1.20 19 - 17 19%s- 1534 19 90 47 
| Grand Union Co. 2.43 55! .60! 36'2- 29'2 3458- 25'2 34 69 2.0 
ist- | Holland Furnace 56 ' 25 ' 34 14'2- 94 14's- 9's 14 60 4.2 
ite | | Inland Steel 9.43 5.23 5.26 1003s. 76'2 99'2- 79 91 4.50 49 
es | Jewel Tea 4.16 1.99 2.35 55 - 44% 60'2- 47%. 58 2.00 3.5 
st- Kroger Co. 4.41 2.15 2.39 54'2- 4358 63 - 47 61 2.00 3.2 
ith | Lorillard (P.) 1.34 .68 83 21's- 15's 22's- 1558 21 1.20 5.7 
od. | May Dept. Stores 3.31 36! 40! 48'2- 37 40%- 3512 37 2.20 5.9 
Ice National Dairy Prod 3.02 1.56 1.62 425s- 345s 38'2- 33 36 1.80 5.0 
Te | National Sugar Ref. 3.86 1.81 1.76 39 - 33's 37'8- 33's 35 2.50 7.1 
id- Quaker Oats 3.13 3.13! 3.304 35%- 31 38'2- 33's 38 1.80 47 
Reynolds (R. J.) Tob. ‘B” 5.91 2.81 3.17 5734- 49 58'2- 52's 58 3.30 5.6 
<4 Standard Brands 3.48 1.76 2.00 44's- 3634 427s- 373s 42 2.25 5.3 
ed Sterling Drug 2.14 1.09 1.11 3138- 25 35'4- 252 32 1.50 46 
= Sunshine Biscuits 6.20 2.84 3.01 78 - 66 74 - 667s 70 4.00 57 
on Toledo Edison 1.01 51 51 15 - 13's 137%s- 13 13 70 5.3 
n- | United Biscuit 3.47 1.59 1.80 3234- 26 2958- 26 28 1.50 5.3 
ck U. S. Gypsum 5.01 2.56 2.32 77 - 52's 65'4- 51's 63 2.50 3.9 
U. S. Playing Card 4.70 2.56 2.73 70 - 61 6734- 63 66 4.00 6.0 
Vick Chemical 4.39' 4.39' 4.87* 5834- 40'2 53%2- 41'2 52 1.75 3.3 
ve West Indies Sugar 1.15 n.a. n.a. 44 - 20% 73'2- 41'8 64 1.00 1.5 
ve Western Pacific R. R. 4.12 2.01 3.05 86 - 58% 65 - 54 65 3.00 4.8 ? 
f Winn-Dixie Stores 1.68 1.68 1.71% 2534- 20 2634- 187s 25 90 3.6 
is —_—— _ 
rt n.a.—Not available. 1—Ist fiscal quarter. *'—Years ended June 30 
in d_Defiicit. 212 mos. to May 31. 5—Plus stock. | | 
= 3—9 mos. to June 30. 
| ' 
e 
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its affairs distributing the proceeds among stock- 
holders. 

American Machine & Metals, on the other hand, 
illustrates the buoyant effect of extremely good busi- 
ness on a very small capitalization. Backlog is up 
this year for the company’s electric motors, heavy 
machinery and precision instruments. Current sales 
and profits are running at record levels, reflecting 
price increases for many product lines, and should 
easily pass $6.00 on each of the 431,797 shares of 
stock outstanding. Nevertheless, in the light of the 
leveling off in the industrial picture, the stock is too 
speculative for purchase now. 

Among the three drug companies referred to 
earlier, it is significant that Sterling Drug, with the 
lowest percentage of proprietary business, has only 
held its own this year, while Vick and Bristol-Myers 
scored impressive advances and held them. Proprie- 
taries account for over 63° of Bristol-Myers sales 
volume, giving the company an exceptionally stable 
performance record, while growth appeal rests on 
the company’s continued success in marketing new 
over-the-counter items. In addition, research ex- 
penditures in the ethical drug field hold the promise 
of new and exciting drug products. Profits this year 
should come close to $4.50 per share compared with 
$3.55 last year, affording ample coverage for the 
$1.90 dividend expected for 1957. 

Vick Chemical derives well over 50% of its 
revenues from proprietaries, including Vapo-Rub 
and a number of other items that have become 
household terms. Despite higher research expendi- 
tures, earnings for the year ending June 30 1957 
advanced to $4.87 per share from $4.39 last year, 
and are expected to remain strong through the cur- 
rent fiscal year. Additional speculative interest is 
contained in a proposal to split the stock on a five- 
for-four basis if approved by stockholders on Octo- 
ber 15 of this year. 

Numerous other drug stocks, such as Schering and 
Merck, have scored excellent gains this year, but 
they have not been able to hold at or near their tops. 
For this reason they are not included in this study. 

The food store stocks have done better than hold 
their own this year. Jewel Tea, reflecting steadily 
growing earnings has added 10 points since the 
beginning of the year. Current expansion plans are 
designed to double present sales levels by 1961, and 
should profit margins widen, earnings growth can 
be expected to keep pace. 

Kroger has added 13 points, largely in anticipa- 
tion of sharply higher earnings in the next few 
years. Current earnings are running well, too, and 
should be about $1.00 per share higher than last 
year’s $4.41 per share. In the next few years it is 
hoped the expansion program now under way will 
bear fruit in continuing growth. Kroger has grown 
to be third largest among the grocery chains so far. 
No difficulty is foreseen in its maintaining that 
position. 


Companies That Have Held Their Own 


Winn-Dixie, although one of the country’s smaller 
chains, has grown rapidly in recent years. Since 1953 
sales have doubled and earnings have tripled, but 
at current prices the stock is more attractive for its 
monthly dividend payment than for its discounted 
growth prospects. 
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By far the greatest number of companies in the 
list have held their own this year. They have not 
advanced particularly in price, but they have defi- 
nitely resisted the down trend. Some, of course 
traditionally trade in a very narrow range and this 
year has been no exception. Columbia Gas and Toled 
Edison usually have a three to five point annua! 
range; Detroit Edison’s runs to about six to eight 
points; and a number of food processors, including 
Quaker Oats, Corn Products Refining, United Bis- 
cuit, National Sugar Refining and American Bakeries 
usually spend most of any year within a price spread 
of three to eight points. In all of these instances, 
sales and earnings are steady but unexciting, divi- 
dend coverage is secure and financial condition is 
excellent. 


Growth Prospects Indicated 
For Some of the Companies 


For a few of them, however, there are definite 
growth prospects. Borden’s has just completed a new 
round of important acquisitions in an effort to pro- 
vide earnings additions in succeeding years; Corn 
Products has developed synthetic fibres and drugs 
from its waste materials; and Quaker Oats enjoys 
a steady demand for furfural, a waste product much 
in demand by the petroleum and plastics industries. 

But the basic appeal of these three companies is 
in the exceptional earnings and dividend stability 
they have demonstrated over the years. Borden’s 
has paid dividends each year since 1899, Corn Prod- 
ucts’ record is uninterrupted since 1920, and the 
current Quaker Oats payment can trace its direct 
lineage back to 1906. Is it any wonder, then, that the 
stocks have found investor favor when earnings 
and dividends have become vulnerable in so many 
industries. 


Some Comebacks 


The few stocks outside of the basic categories 
we have discussed owe their better performances to 
specific features in the company picture. Chrysler 
has certainly been the star of the auto industry this 
year—scoring impressive earnings gains, carving out 
a larger share of the new market, and leading auto 
shares on the exchange. Although down 8 points 
from its high of the year it is still 10 points above 
the year’s low and 15 points over its lowest level 
last year. The stock is biding time now, however, 
as investors attempt to gauge the auto market’s 
pulse for next year. 

Reynolds Tobacco and P. Lorillard are also in the 
comeback class. Along with the rest of the industry 
the cancer scare threw the companies off stride, but 
both have now made healthy recoveries. Reynolds 
has been discussed fully in recent issues of the 
Magazine of Wall Street, but Lorillard deserves 
some comment. The company is the smallest of the 
hig five tobacco producers, but has been enjoying 
excellent success with its Kent Brand of filter cig- 
arettes. Published commentaries in independent 
journals have contributed strongly to public demand 
for the stock. 

Earnings this year should approach $2.00 per 
share compared with $1.34 last year, lending better 
coverage to the $1.20 dividend. The stock is attrac- 
tive for yield and (Please turn to page 49) 
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Transition in the 


TEX TILE 
INDUSTRY 


—and the Varying Position 


of the Individual Companies 


By DOUGLAS PIDGEON 


Almost all the economic cards seem stacked 
avainst a textile upswing within the foreseeable 
future. 

This does not mean that isolated segments of the 
industry will not manage to pull out moderate profits 
during the next few months, but there are definite 
signs that the bread and butter textiles like woolens 
and cottons are going to have rough going for some 
time when it comes to paying good dividends to 
stockholders. 

It’s an old maxim in the textile industry—which is 
notoriously a feast or famine business—that when 
mill stocks in normal times exceed more than four 
or five weeks production, buyers pul] in their horns 
and wait for the price break. 

This is exactly what is happening now in cottons, 
woolens, and in some of the industrial lines. The 
American Cotton Manufacturers Institute estimates 
mill inventories at more than five weeks. 

Mill margins, another barometer of the health 
of textiles, show about 30!.¢ a pound for cotton 
print cloths, compared with about 33¢ a pound in 
September of last vear. 

These are some of the statistical depressants in 
textiles at the present moment, but what is really 
keeping fabric sales down is tight money, and the 
reluctance of converters, cutters and retailers to risk 
extensive buying when there is a possibility that 
prices may sag even further this year. They are in 
nany cases at or below the level prevailing just be- 
fore the Korean war, when textiles were in a slump. 

The outlook for apparel at the retail level, on the 
ther hand, looks good through the Christmas season 
ind well into January. This includes dresses, home 
‘urnishings, domestics, and some of the synthetics. 

Everyone is agreed that weaving curtailment is at 
east a partial answer to the textile manufacturers’ 
voes, and there have indeed been extensive shut- 
lowns in the last few months. There are few mills 

oday producing more than five days a week, some 
f them on two shifts only, whereas a year ago it 
was common practise for most mills to operate six 
lays a week, many of them on a three shift basis. 
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Position of Leading Textile Companies 
—_— —Ist 6 Months — Full Year 
Net Sales Net Profit Margin Dividend Per Share Div. 
1956 1957 1956 1957 Net Per Share Earned Per Share Indicated Price Range Recent Yield 
——(Millions) —— % % 1956 1957 1955 1956 1956 1957 1956-1957 Price to 
AMERICAN VISCOSE $121.9 $118.0 7.2% 5.2% $1.73 $1.21 $4.66 $2.93 $2.00 $2.00 5134-30’ 34 5.8% 
W.C. (mil.) ‘55—$60.6; ‘56—$79.4 
BEAUNIT MILLS 24.3- 24.9- 6.8- 4.7- .82- .58- 4.42 3.00 1.50° 1.50 31'4-1338 14 (10.7 
W.C. (mil.) ‘55—$24.5; ‘56—$26.7 
BELDING HEMINWAY n.a. na. na. n.a. 58 79 1.27 1.10 70 70 14 -10 12 5.8 
W.C. (mil.) ‘55—$7.5; ‘56—$7.5 
BIGELOW-SANFORD 42.2 38.9 3.0 1.8 1.22 65 2.29 2.64 1.00 1.00 16'e-11'2 lla 86 y 
W.C. (mil.) ‘55—$34.2; ‘56—$37.5 
BURLINGTON IND. 481.4° 502.0° 2.37 2.17 1.21: 1.147 1.83 1.63 1.00 85 1678-105 WW 7.7 
W.C. (mil.) ‘55—$160.1; ‘56—$207.8 
CANNON MILLS n.a. na. «na. na. n.a. n.a. 4.86 5.16 3.00 3.00 5612-493 50 6.0 
W.C. (mil.) ‘55—$86.9; ‘56—$89.3 
CELANESE CORP. 94.4 95.3 6.5 5.8 -65 56 1.82 2.08 62'2 1.00 21'8-135s 4 «7.1 
W.C. (mil.) ‘55—$82.7; ‘56—$75.1 
CHADBOURN GOTHAM 14.6! 14.6! 1.2! 1.3! 08! .06! 21 ' 08 4'2- 2's 2'2 
W.C. (mil.) ‘55—$3.0; ‘56—$5.3 
CLUETT PEABODY 48.6 48.4 3.5 3.2 1.78 1.55 4.09 5.05 2.75 2.75 5032-36'2 37 7.4 
W.C. (mil.) ‘55—$43.8; ‘56—$46.0 | 
ee a - a — i 
CONE MILLS 83.1 858 3.5 2.3 84 56 1.35 1.53 .80 80 18 -11 ww 6 68 1 
W.C. (mil.) ‘55—$53.3; ‘56—$59.4 
DAN RIVER MILLS 49.4 82.2 4.0 3.1 69 56 1.27 1.18 1.00 .80 1738-10'2 10'2 7.6 
W.C. (mil.) ‘55—$33.2; ‘56—$51.8 
, ween a : : oe 7 
FIRTH CARPET 12.3 13.2 3.7 3.6 79 -82 1.29 1.40 .65 .65 1234- 834 9 72 
W.C. (mil.) ‘55—$8.0; ‘56—$7.5 
caatiiciasamsiigascn eS Ee —— 7 
INDUSTRIAL RAYON 31.8 30.9 10.9 4.5 1.88 76 5.77 2.45 3.00 1.75 50%-19% 20 8.7 
W.C. (mil.) ‘55—$40.0; ‘56—$39.1 | 
as -— - | 
KAYSER (J.) & CO. n.a. na. no. na 33° «57> 4 525 758 75 ' 21 -12 12 
W.C. (mil.) ‘55—$16.4; ‘56—$21.0 
| 
- — | 
LEES (JAS.) & SONS 37.4 37.0 4.5 4.3 2.00 1.92 4.05 5.04 2.00 2.00 36'4-29'2 30 66 
W.C. (mil.) ‘55—$24.5; ‘56—$24.6 | 
LOWENSTEIN (M.) 233.7 2422 1.6 9 1.32 81 «3.80 1.98 1.50% 1.25 2712-16 6 93 | 
W.C. (mil.) ‘55—$107.1; ‘56—$104.5 
MOHASCO INDUST. 52.6 51.6 Df 2.5 .07 38 1.08 11%. 634 7 
W.C. (mil.) ‘55—$28.5; ‘56—$31.3 
PEPPERELL MFG. 98.7" 89.9% 2.3% 2.8" 4.70° 5.18" 3.88" 4.70" 4.00 4.00 6012-52 54 7.4 
W.C. (mil.) ‘55—$25.9; ‘56—$26.5 
RAYONIER, INC. 72.5 60.0 110 64 1.52 71 287 265 1.40 1.40 44%-19% 19% 7.3 
W.C. (mil.) ‘55—$46.3; ‘56—$45.5 
W.C.—Working capital. 1—36 weeks ended April 6. 5—9 mos. ended Mar. 31. 
n.a.—Not available. ~—First fiscal quarter ended 6-30. °—Years ended June 30. 
d_Deficit. 3—Plus stock. ‘—9 mos. ended June 30. 
41—6% in stock. 
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Position of Leading Textile Companies—( Continued ) 














Ist 6 Months ~ — — —~—Full Year —-_-——_—_ — 
Net Sales Net Profit Margin Dividend Per Share Div. 

1956 1957-1956 1957 Net Per Share Earned Per Share Indicated Price Range Recent Yield 

——_{Millions) — % % 1956 1957 1955 1956 1956 1957 1956-57 Price % 
REEVES BROS., INC. $45.1! $42.3! 28% 16% $1.13! $ 60' $1.10 $1.26 $1.00 $ 50 15 - 85s 84 5.7% 
W.C. (mil.) ‘55—$11.9; ‘56—$12.6 
RELIANCE MFG. CO. 14.1 254 3.8 2.5 1.14 1.38 1.16 2.12 1.35 2.00 30'4-18'2 25 8.0 
W.C. (mil.) ‘55—$6.2; ‘56—$9.7 
STEVENS (J. P.) & CO. 174.9 203.2- 2.4 2.1 1.10 1.11- 2.16 2.08 1.50 1.50 2734-20 20 7.5 
W.C. (mil.) ‘55—$115.6; ‘56—$131.8 
TEXTRON, INC. 114.2 128.7 3.7 3.4 1.20 1.16 1.49 1.58 1.60 1.15 2934-1258 13 8.8 
W.C. (mil.) ‘55—$43.6; ‘56—$49.7 
UNITED MER. & MFG. n.a. no. 7.4. n.a. 2.28! 1.18! 2.90 2.44 1.00' 1.00 1934-13's I3'2 7.4 
W.C. (mil.) ‘55—$85.2; ‘56—$101.2 
VAN RAALTE CO. 13.9 13.3 4.8 5.2 1.36 1.39 3.46 3.51 2.15! 2.00 37'4-25 25 8.0 
W.C. (mil.) ‘55—$8.5; ‘56—$12.0 
WYANDOTTE WSTD. n.a. na. = «na. n.a. 30° 10 59 94 40 40 105s- 67s 7 57 
W.C. (mil.) ‘55—$5.9; '56—$6.2 
W.C.—Working capital. '~9 mos. ended March 31. °—6 mos. ended May 31 
n.a.—Not available. 2—6 mos. ended April 30. '—Plus stock 
American Viscose: Keen competition and smaller demand for synthetic Firth Carpet: Earnings record has been erratic but has improved in re 


fibers, accompanied by some price-cutting have reduced earnings sharply 
and material improvement does not appear to be in early prospect 
While operations are cyclical, long-term growth prospects continue good 
for this good quality issue. (B3 


Beaunit Mills: Increased use of nylon for tire yarn has reduced demand 
for rayon tire yarn and earnings hove dropped sharply No near-term 
improvement appears likely. Dividend maintenance is uncertain c3 


Belding Heminway: This leading thread manufacturer's earnings in recent 
yeors have held within a relative narrow range reflecting intense com 
petition. The manufacture of nylon plastic may aid earnings. Dividend 
yield is satisfactory. (C1 


Bigelow-Sanford Carpet: This large domestic producer of carpets and rugs 
has shifted production from some older plants in the Northeast and re 
located them in the South effecting economies. Earnings this year should 
show a sharp drop from 1956 but the 25¢ quarterly dividend should con 
tinve. (C3 


Burlington Industries: This largest textile company has broadly diversified 
operations through recent acquisitions. Earnings for the fiscal year end 
ing September 30th, 1957 should hold fairly close to last year’s results 
The current reduced quarterly dividend of 20c per share should con 
tinve. (B2 


Cannon Mills: Company has a good record due to its specialty consumer 
brands of towels, sheets and pillow cases and dividends have been paid 
consecutively since 1890. The good earnings and dividend yield makes this 
stock worthy of retention. (B2 


Celanese Corp.: Expansion into chemicals and plastics enhances the longer 
term growth prospects. Textile operations due to their keenly competitive 
nature have caused a decline in net income this year but the 25¢ quar 
terly dividend is expected to be maintained. (B3 


Chadbourn Gotham: This large hosiery producer has suffered from an 
over-productive capacity in its industry. Company is striving to diversify 
and last year acquired Riverton Lime & Stone Co. Earnings have been 
unimpressive in recent years with no dividend resumption a near-by or 
intermediate prospect, the shares ore a radical speculation. (C3 


Cluett, Peabody & Co.: Compony’s consumer apparel line continues in 
satisfactory demand and only moderate decline in earnings is indicated 
this year. Dividends are again expected to total $2.75 per share and yield 
is excellent. (B3 


Cone Mills: Earnings of this long-established cotton textile and denim 
manufacturer are expected to show a small decline from last year's re 
sults. Increased activity in converting and in gray goods may improve 
operations somewhat. Dividend yield is generous. (C3 


Dan River Mills: Through diversification and progressive policies, com 
pony's competitive position has improved somewhat in recent years, 
although earnings have shown a moderate decline in each of the past 
three years. Yield on 20c quarterly dividend is liberal but coverage is 
narrow. (C3) 


cent yeors. A 15¢ quarterly dividend yields a good return. The stock is 


quite speculative. (C1 


Industrial Rayon: Keen competition and price cutting have reduced earn 
ings sharply in recent years but increased use of nylon in tires may re 


sult in some improvement. Indicated asset valve is substantial and fi 
nances are good at current depressed morket level. Retention is war 
ranted. (B3 


Kayser (J.) & Co.: Hosiery and lingerie business highly competitive. Pic 
ture complicated by recent management change, as well as sale of vari 


ous divisions. Immediate earnings outlook not clear. Small stock divi 
dends 2 
lees (Jas.) & Sons: Low-cost producer in volatile carpet industry concen 


trating in higher-priced lines. Good earnings and dividend record. Gen 
B 


erous yield 


Lowenstein (M.) & Sons 
of company, notwithstanding strong 
Recent dividend cut to $1.00 annual 


Mohasco Industries: Formed as 1955 
ander Smith, two of oldest corpet 
tive. Merger and plant realignment 
not impressive. (D1 


Competiiive conditions hove narrowed margins 
position. Immediate outlook doubtful 
rote. (C3 


merger of Mohawk Carpet and Alex 
companies. Industry highly competi 
to eliminate past losses but outlook 


compony has 
Outlook favors 


Pepperell Mfg.: Despite competitive and cyclical industry 
excellent record of success and long dividend payments 
continued reasonable level of profits. High yield. (B1 


Recent sharp earn 
Near 


Rayonier Inc.: Serves both textile and paper industries 
ings drop due largely to lower pulp demand from rayon producers 
term outlook not promising. Narrow dividend coverage 


Reeves Bros., Inc.: Integrated textile business. Earnings considerably re 
duced in recent years, due to industry competition. Worthwhile recovery 
not indicated yet. (D3 


Reliance Mfg. Co.: Maker of working clothes and 
changes in plants and products with new lines added 
speculative possibilities. (C1 


Stevens (J. P.) & Co.: Ranks among better grade textile companies, but 
has not escaped reduced level of earnings in recent years. Position sound 
but growth lacking. (B2 


sportswear. Recent 
Issue not without 


Textron Inc.: Record of wide changes in activities with about three-fourths 
of sales non-textile in various unrelated fields. Clear appraisal of outlook 
difficult. (D2 


United Merch. & Mfg.: Diversified position in textiles. Also operates chain 
of apporel stores Competition in both fields has restricted recent earnings 
Immediate outlook clouded. (C3 


Van Raalte Co.: Specializing in hosiery and women’s underwear, 
has good record in competitive field, with relative earnings 
Yield high but unattractive for growth. (B2 


compony 
stability 


Wyandotte Wstd.: Profit margins in company’s woolen fabrics 
ceded in recent years. Keen competition. No great appeal 
outlook D3 


hove re 
in near-term 





RATINGS: (A)—Best Grade. 
(B)—Good Grade. 
(C)—Speculative 
(D)—Unattractive. 


1—Improved earnings trend 
2—Sustained earnings trend 
3—Lower earnings trend 
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Oldtimers are prone to say that the textile indus- 
try runs according to a two year cycle of good and 
bad times, but this has not been borne out since 
the end of the industry’s Korean war boom in about 
1952. There are young executives today who have 
never seen a real honest to goodness boom. Instead, 
they have become veterans of one crisis after 
another. 

The key cotton fabric, 80 squares, is now selling 
for around 1734¢ a yard in the spot market, lowest 
price since the spring of 1950. 

Nevertheless, the cotton goods industry will prob- 
ably move some 10 billion yards of goods in 1957 
regardless of the price squeeze it is experiencing at 
the present time. 


Chemical Fibres — Good Sales, Low Profits 


One of the stronger elements in textiles today is 
the man-made fiber fabric business. But despite an 
impressive come-back, both in sales and in prices 
the mills are just about breaking even on most goods, 
losing slightly on the rest. This includes fabrics of 
nylon, acetate, Dacron, and blends of these fibers 
with cotton and wool. Prices of many of the standard 
staple fiber fabrics have pulled up from 15 to 20 per 
cent above values at the beginning of the fourth 
quarter in 1956. This is due largely to a long period 
of curtailment which tightened their supply. Mills 
cut back as much as 50 per cent starting last fall and 
running through the spring of 1957. 

The man made fiber industry is slowly adjusting 
to the idea of voluntary curtailment during times of 
oversupply. Many producers of goods look for- 
ward to a long period of improvement now that 
inventories have been whittled down to reasonable 
levels. As for the price picture for the next few 
months it’s anybody’s guess which way they will 
drift. Right now fashion trends are beginning to 
favor synthetics again. 

Consumption and production are in better balance 
than they have been for a long time. Prices are likely 
to stay near their current levels with the possibility 
of some improvement toward the end of the year. 


Wool Business Under Par 


Wool fabric mills are indeed on the sick list. Store 
buying of women’s outfits and men’s overcoats is 
way of*. In fact, some manufacturers report sales 
down almost half from last year at this time, and 
things were not going too well for the industry then. 
Raw wool prices have advanced as much as 50¢ a 
pound for the top grades. A ten per cent increase 
in labor costs, and a 15 per cent rise in dyeing and 
finishing outlay has all but finished off some of the 
weaker woolen and worsted mills, although there 
has been an improvement in some of the men’s 
worsted lines. 

Here again is another industry suffering from the 
tight money situation. Many leading factoring firms 
are said to have advanced their charges considerably 
to the small operator with disastrous results for an 
industry which customarily operates on a shoestring 


basis. 


Industry's Earnings Down Further 


It would be hard to find one small bright ray on 
the wool fabric horizon. 
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Briefly summing up the textile picture as it is 
unfolding today—prices are down, mill inventories 
are up, and the buying public has shown little dis- 
position to go overboard in acquiring soft goods. 

Stockholders and investors in textiles have had 
little to crow about for a long time. When an ok 
stand-by like Lowenstein cuts its quarterly dividenc 
from 3712¢ to 25¢ as it did recently, that’s more tha 
a straw in the wind. 

Industrial Rayon, a strong textile pillar, is off 
close to 20 points, and Textron is moving at about 
ten points below this year’s high. 

Bates earnings have slumped badly from last yea 
for the first 24 weeks, although they ran a little ove: 
$27 million in sales for that period in both 1956 and 
1957. Earnings dropped from $583,270 to $86,270 
this year, with predictions by Lester Martin, presi- 
dent of Bates that a better fourth quarter could be in 
the offing. 

Pacific Mills paid 56¢ a share for the nine months 
ending in June on net earnings of $556,000 against 
a dividend of $1.05 per share and net earnings of 
$1,003,000 in the same period of 1956. 

Stroock, a blue ribbon dividender for the past 
23 years reports net earnings down to $325,454 from 
$420,942 for the fiscal period ending June 30. Divi- 
dend was $1.43 against $1.85 the year preceding. 


Import-Export Situation Has Better Tone 


The fact that almost without exception, the 20 
leading textile stocks have shown marked losses dur- 
ing 1957, with corresponding dividend shrinkage, is 
beginning to be weighed carefully by stock buyers. 
But about the only bright spot they can find in the 
textile picture is the improvement in the import- 
export market. You do not hear American mills 
spokesmen accusing Japan of ruining their domestic 
and overseas markets to nearly the extent that they 
did early in the year. The Japanese have played it 
smart and voluntarily reduced cotton goods exports 
to the U.S. 

Figures compiled by The Association of Cotton 
Textile Merchants of New York, at the end of 
August, revealed a sharp cutback, relative to 1956. 
Other countries, too, have been shipping less goods 
here. For the first 6 months of this vear, total U.S. 
imports of cotton cloth — unbleached, bleached, 
printed, dyed and colored, amounted to only 68.8 
million yards compared with 116.7 million yards in 
the same period of 1956. This is a relatively small 
vardage against the backdrop of 10 or 11 billion 
vards annually consumed in the domestic market, 
but since these goods generally have come in at 
prices below the domestic selling price, they have 
raised havoc with the American price structure— 
and that was the principal reason why our mills have 
fought so vociferously for curbs on foreign imports, 
particularly those from Japan. Japan itself, during 
the period mentioned, shipped nearly 46.6 million 
yards against 91.7 million for the first 6 months of 
1956, and well over 150 million yards for the whole 
year of 1956. And this does not include millions of 
blouses, gloves, shirts, and other apparel. 

Exports from the United States of cotton cloth, 
duck and tire fabrics amounted to 290 million yards 
for the first 6 months of 1957 as against 268 million 
yards in the first half of 1956. 

One of the reasons for the slump in domestic 
textiles, of course, had (Please turn to page 50) 
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B ecause of the anxiety expressed by subscribers 
consulting our Inquiry Department regarding com- 
panies which have recently cut or passed their divi- 
dends, we are devoting the current Investment Clinic 
to appraising the outlook for the various issues that 
have become dividend casualties since our analysis 
of the outlook for such companies in our issue of 
March 30, 1957. 

Also, there are a number of companies where 
dividend coverage has become uncomfortably thin 
in view of lower earnings, and this group will be 
analyzed and covered in the succeeding issue—so 
hat we may point out those companies where pay- 
nents are in jeopardy, in the light of the latest infor- 
mation we have on earnings figures for the third 

arter. 

The companies covered in this issue will include 
ome of those we appraised earlier in the year in 
uur March 30th issue as likely casualties in the 
aking, and are now being mentioned again because 


f 


n 
they have since become casualties, confirming our 
earlier warning,—and also where there is some 


change in the status of the company. 

For example, Certain-Teed Products, was cited at 
that time as a possible dividend casualty, and sure 
enough the regular June payment was reduced to 
15¢ from the previous 25¢ level. Nevertheless, this 
company, which last year spun off Bestwall Gypsum 

its most profitable operation—is making progress 
in eliminating unprofitable divisions and bringing 
costs into line. At its current depressed level we 
would retain commitments in this well situated 
building materials producer. 

Other repeats on the list include Bohn Aluminum 
& Brass, and Industrial Rayon, both having cut their 
dividends since we called attention to that proba- 
hility—and Howe Sound which had already reduced 
its quarterly distribution to 10°, and has since 
omitted dividends entirely. 

Bohn Aluminum is striving desperately to diversify 
and stabilize its sales and earnings base, but much 
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more time will be required before a return to divi- 
dends can be assured. Industrial Rayon has lowered 
its payments twice this year, cutting annual payout 
to $1.00 per share from the previous $3.00 rate. 
Price weakness in tire yarns has been the principal! 
source of the company’s troubles but with tire de- 
mand basically strong, operations should justify 
current dividend and market price levels. 

Howe Sound, on the other hand has suffered from a 
continuous set of vexing problems in connection with 
its supposed revolutionary cobalt refining process. 
In recent vears, constant breakdowns sapped profits 
from mining operations, and now that the cobalt 
process is running relatively smoothly, copper, lead 
and zine operations are restricting profits drasti- 
cally. The stock is primarily a speculation in metal 
prices and unsuited to the average investor. 


Casualties in Metals and Textiles 


In its plight, however, Howe Sound has plenty of 
company. A number of copper companies have suf- 
fered severe earnings declines since the price of the 
red metal plummeted to its present levels. 

Inspiration Consolidated Copper for instance had 
to lower its two latest payments to 75° each after 
paying a dollar in the first quarter, and further 
decreases must be considered possible since first half 
earnings dropped to $1.65 per share against $4.33 
last vear. With the price of copper remaining weak, 
no near-term improvement is in sight. 

But it is not only the copper companies that have 
borne the brunt of the recession in non-ferrous 
metals. St. Joseph Lead, a low cost lead and zine pro- 
ducer is relying on smelting operations for most 
of its profits now, but in anticipation of trouble 
dividends have been cut twice this year, from 75: 
quarterly down to 37!s«. Sales and earnings have 
not been off drastically so far this year, but the 
company’s conservative dividend policy may be a 
portent of things to come. 























Stocks That Passed Or Cut Dividends During The Past 6 Months 
Indicated Previous 
———1956- — ——Ist 6 months—— 1957 Quar. or Latest 
Earnings Div Comparative Div. Periodic Quar. or 
Per Per Earnings Per Share Per Price Range Recent Payment Periodic 
Share Share 1956 1957 Share* 1956-1957 Price Per Share Payment Rating 
American Enka Corp. $1.72 $1.60 $1.25 $ .42 $ 65 4472-18 18 $ .25 10 c3 
Babbitt (B. J.) Inc. a (52 .30 21 d 62 9 7\4- 358 4 8 10 D3 
Bohn Aluminum & Brass 1.80 2.00 1.63 1.29 1.25 2934-17 18 50 25 c3 
Bullard Co. 2.06 1.00 1.14 75 .60 3838-1458 1434 .30 it c3 
Burlington Industries 1.63 1.00 1.21! 1.14! 85 1678-1034 B 25 .20 B3 
Butte Copper & Zinc 98 1.00 45 01 12'2- 6 6 75 i c3 
Certain-teed Products 1.13 1.25- 43 37 70 14 - 83s 8'2 25 15 c3 
Congoleum-Nairn 59 1.20 35 12 .80 2234- 958 10 .20 i c3 i 
Consolidated Coppermines 2.99 1.60 1.89 51 .80 2314-1078 iB 25 S c3 
Deere & Co. 2.67 1.75 1.445 3.24" 1.62%2 3478-2538 29 50 372 BI 
Delaware Lack. & Western 1.99 $ 1.38 a .03 6212 2534-1278 13 .37'2 1242 c3 
Erie R. R. 1.87 1.50 94 d 21 1.25 232-1278 13 -37'2 25 c3 
Fair (The) 1.84 .50 34 50 .30 257s-11'8 24 10 1 B3 
| Fajardo Sugar 68 80 na. na. 30 17 - 912 934 15 10 C2 
Howe Sound 1.42 1.00 85 .04 .20 2658- 758 8 10 11 c3 
Industrial Rayon 2.45 3.00 1.88 76 1.75 5014-1978 20 50 25 B3 
Inspiration Copper 7.21 5.00 4.33 1.65 3.25 6934-30'4 32 1.00 75 B3 
Lowenstein (M.) & Sons 1.98 1.50- 1.32 81 1.25 272-1534 16 .37'2 25 B3 
MacAndrews & Forbes 2.64 2.50 1.45 1.31 2.20 4914-26 26 .50 35 B3 
Mclellan Stores 1.72 1.60- 26 28 1.50 238-1578 16 .40 35 c2 
Minute Maid 84 .80 51 .05 30 19 - 6% 6'2 10 11 c3 
Morrell (John) & Co. 3.60 .87'2 2.94° 1 84 .50- 28'2-12'2 1258 25 10 c3 
Penn-Texas Corp. .38 .35- 81 49 9 1958- 6'2 658 " 10 D3 
St. Joseph Lead 3.88 3.00 1.87 2.12 2.00 52 -275s 28 -50 .37'2 B3 
St. Regis Paper 3.16 1.90 1.71 1.25 1.55 6038-27 28 .50 35 B3 
Stokely-Van Camp 2.65 1.00- 2.65" 1.72" .90- 2058-13'2 1334 .25 15- c3 
Symington-Gould 1.20 50 70 71 .80 14 - 8% 92 25 15 c2 
United Industrial Corp. 86 .30- 55! 59! 9 738- 5'8 6 % 11 c2 
U. S. Hoffman Machine 41 1.10- 53° 32° .60 22\s- 6'8 7 .30 10 D2 
U. S. Smelt. Refin. & Mining 4.50 3.75 2.12 76 .50- 7134-40'2 41 25 I B3 
Van Norman Industries 1.10 1.00 54 .23 .20 1738- 6'4 7 10 C3 
Windsor Industries 1 58 10 a 08> .20° 10'4- 414 438 10 C2 
n.a.—Not available. 1—9 mos. ended June 30. '—Years ended May 31. 
_Deficit. 2_Plus stock. 7—3 mos. ended March 31. 
*—Estimated total after '—9 mos. ended July 31. *—9 mos. ended May 31. 
cut or omission. '—Paid 2 sh. of N. Y. Chic. &S. LR. R. "—Paid in stock. 
for each 33'3 sh. held. !0_Dividend omitted. 
°—26 weeks ended April 27. 1l_No dividend action. 
RATINGS A—Best grade 1—Improved earnings trend 
B—Good grade 2—Sustained earnings trend 
C—Speculative 3—Lower earnings trend 
D—Unattractive. 




















In the textile group, the industry’s prelonged 
depression has reaped another crop of dividend cas- 
ualties. In addition to Industrial Rayon—M. Lowen- 
stein, American Enka, Burlington Industries and 
Windsor Industries have fallen behind in their pay- 
ments. 

Lowenstein has had little difficulty maintaining 
sales levels, but the inability to offset cost increases 
squeezed profit margins tighter and tighter, neces- 
sitating an easing of dividend payment to 25¢ quar- 
terly from the previous 371!2¢ disbursement. Still, 
at 16 the yield on the new dividend rate is over 
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6‘:. We would retain the stock. 


Burlington, the largest member of the textile in- 
dustry, and a broadly diversified organization has 
also suffered profit margin troubles. As a result 
dividends were cut to 20¢ quarterly from 25¢, but 
there should be little difficulty in holding the new 
level. 

American Enka, a tire yarn producer is having 
the same troubles as Industrial Rayon—and Windso1 
Industries (formerly Consolidated Textile) suffere: 
a setback when Bates Mfg., 53° owned by Windsor 
passed its dividend. (See the Textile Industry story 
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page 27 of this issue, for a full discussion of the 
position of the companies in the industry). 


Machinery Companies Retrench 


Machinery and equipment firms enjoyed a few 
lush years as American industry went on its great- 
est capital spending binge in history , but this year 
new orders have been slower in coming, as capital 
spe! iding begin to grind to a halt. As a result, many 
of he companies, though still enjoying good income 
fron old orders can look ahead to leaner times. 
As always, the marginal companies were the first 
to be hit, and Bullard and U.S. Hoffman Machinery 
) just a short time ago were making market head- 
s with their wild swings, have been among the 
earliest dividend casualties. For Bullard sales have 
already dropped, net declined even more sharply 
ani backlog, as of June 30, 1957 has slipped to 
$11.7 million from almost $18 million on January 
first of this year. With its cash and working capital 
position below advisable levels for a highly cyclical 
industry, dividends were omitted in August and 
are not likely to be resumed quickly. 


wh 
lin 


investor’s 


J.S. Hoffman was the seat of many 
hoves of “ground-floor” participation in a new in- 
dustrial empire. But with the change in outlook 
for machinery, and substantial defense cutbacks 


reverberating through the economy, net income was 
haived in the first half of the year. With business 
down, frequent management changes and financial 
difficulties, there seems little chance that cash pay- 
ments will be resumed in the near future. 

Penn-Texas is another of the over-bulled situations 
that fizzled as soon as the waters got rough. Just 
a few short months ago the company was still viewed 
by many as a true nascent giant, but earnings have 
not justified cash dividends for some time. Stock 
dividends were paid from September of last vear 
through June 1957, but even this type of payment 
has gone by the boards. Sales volume is st:ll up for 
the company, but increases are becoming smaller 
and profit margins are being squeezed. The company 
been involved in numerous controversies and 
is too speculative to have general appeal. 

Others in the group that have had to retrench 
this year include Symington-Gould and United In- 
dustries, both with limited investor interest and 
Deere & Co., an important farm equipment pro- 
ducer. This company has a good industry record 
and excellent managerial talent, but lack of impor- 
tant diversification ties business too closely to er- 
ratic farm equipment sales. Deere & Company’s cash 
position is good and overall financial position is 
exceptionally sound. To keep it that way manage- 
ment reduced the regular payments to 37!s¢ from 
the previous 50¢ level. Yield is still favorable, how- 
ever, and a return to higher payment can be ex- 
pected if farm sales turn up noticeably. 


has 


Other Scattered Cuts 


It is apparent from this discussion that dividend 
cuts so far this year have been concentrated in the 
ew most depressed industries—and of course this 
s where we would expect to find them. But there 
ire signs of a spreading out of the trend. The 
vaper industry is having its overcapacity troubles 
ight now (See page 34—The Trend of Earnings 
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and Dividends in the Paper Industry) but it can 
hardly be classed as a depressed one. Stil] St. Regis 
Paper dropped its quarterly payment to 35¢ from 
50¢ as did MacAndrews & Forbes, a smaller pro- 
ducer of paperboard products. 

In the building material field, Certain-teed has 
company in Congoleum-Nairn, an important manu- 
facturer of wall and floor tiles. Although originally 
one of the leading linoleum producers, the fashion 
swing to plastic, rubber and cork floorings worked 
substantial hardships on the company — but these 
have now been remedied with full lines offered in 
these materials. However, recent price weakness 
has placed new complications in the company’s path, 
reducing sales revenues and cutting earnings to a 
dangerous level. After a first quarter drop in earn- 
ings to only 16¢ per share from 32¢ a year earlier, 
dividends were cut from 30¢ to 20¢. But when the 
second quarter showed deficit operations, payments 
were omitted entirely. 

Nevertheless, the company enjoys a quality repu- 
tation for its products and should be a longer term 
beneficiary of the mounting replacement market f 
floor and wall coverings. With good finances and a) 


alert management, Congoleum should come back, 
but without current dividends there is no reason 
for income minded investors to retain the stock 

In other industries, Erie Railroad has been t 


by the decline in manufactured goods shipments and 
has been forced to cut the annual dividend rate to 
$1.00 from $1.50, while Delaware, Lackawanna & 
Western, one of the two roads Erie is considering 
merging with, 


has been squeezed even harder, cu 
ting its quarterly dividend from 37! 2° to 12!.° after 


several out of season def icit months. 

Until the cost savings of the impending unifica- 
tion can be effected, there seems little hope for a 
permanent change for the better. Most investors 


can make more satisfactory commitments elsewher: 
And even some companies whose interests ar‘ 
tied closely to the consumer’s dollar have not been 
completely immune. The Fair and McLellan Stores, 
both weaker retail organizations have had severe 
profit margin difficulties. The Fair eliminated divi- 
dends entirely, while McLellan lowered its quarter 
payment to 35¢ from the former 40+ level. 
Fajardo Sugar was one of those most severe] 


by the 1956-57 rash of hurricane and drought con- 
ditions in Puerto Rico. After several quarters 

paving dividends that were not earned, the inevi- 
table omission took place on August 2 of this 
vear. Fajardo’s troubles stem from an unfortunate 
set of circumstances, but the industry generally is 
subject to the vagaries of the weather in addition 


to a bascially unstable market for its products. Bet- 
ter weather conditions may well lead to dividend 
resumption, but the stock has little appeal for t} 
average investor. 


t 


Looking Ahead 


has ap- 
we ap- 


Nothing in the dividend picture, as it 
peared so far this vear is alarming, but 
proach vear-end, year-to-year comparisons ma\ 
gin to vary more sharply. In recent years, a 
part of the record level of dividend payments has 
come from the meaty year-end extras corporations 
have declared, but with margins narrowing in many 
industries, more and (Please turn to page 51) 
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The Trend of 


Earnings and Dividends 






in the PAPER INDUSTRY 


By MARTIN 


A moderate curtailment in demand for paper, 
coupled with heavy absorption of new costs, has re- 
sulted in a reduction in the earnings of most lead- 
ing producers of paper and paperboard thus far 
this vear. While some of the leading companies ap- 
pear likely to show slightly better results in the 
second half of this year as a result of an end of 
inventory-cutting by consumers, it cannot be said 


that the industry thus far has completed the test 
of its ability to maintain its earning power in the 
face of excess capacity. 


The cost-absorption problems of the paper com- 
panies seem likely to continue for a vear or more, 
particularly if the national economy as a whole en- 
ters a period in which production levels off or de- 
clines. 

Thus far, the industry has been successful in 
maintaining an excellent degree of stability, despite 
excess capacity. Prices have not only been steady, 
but several products have been boosted 3 to 5 per 
cent. In former periods of below-capacity opera- 
tions, prior to 1953-54 the paper industry had not 
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itself. 
cutting would usually develop, and heavy losses on 
inventories would quickly supplant profits. 


been able to give as good an account of 


In the 1953-1954 recession, however, prices we} 


well maintained, and as a result, the leading paper 
companies showed only a slight decline in earnings, 


no decline at all. 
paper in this country 


and in some cases, 
Consumption of has 
to continue to do so over the foreseeable 
owing to new uses and population growth. But th: 
industry’s capacity has been rising even more rap 
idlv than the demand, Because firm commitment 
must be made in advance with paper machine man 
ufacturers, and for woodlands, the industry has not 
been able to defer expansion projects which were 
scheduled for completion in 1957 and 1958. It ap 
pear likely that investments this year will be full) 
as large as the $800 million invested in new plants 
and equipment in 1956. Next year, moreover, invest 
ments will continue at a very high level, close t 
the 1957 total, although the completion of some 
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steadily rising during recent years, and is expected 
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Statistical Data on Leading Paper Companies 


| 
Full Year 








- Ist 6 Months 
Net Sales Net Profit Margin Dividend Per Share 
1956 1957 1956 1957 Net Per Share Earned Per Share Indicated Price Range Recent Div 

(Millions) % % 1956 1957 1955 1956 1956 1957 1956-57 Price Yield 
CHAMPION PAPER & FIBRE $43.1! $42.5! 86% 7.7% $ 81! $ .72' $2.87° $3.14" $1.15 $1.20 45 -292 35 3.4% 
W.C. (mil.) ‘55—$31.3; ‘56—$49.2 
CONTAINER CORP. 138.4 125.8 7.0 6.2 91 74 1.52 1.71 81 1.00 2334-17 17 58 
W.C. (mil.) ‘55—$43.9; ‘56—$43.2 
CROWN ZELLERBACH 223.4 227.3 11.1 8.2 1.76 1.31 3.11 3.53 1.80 1.80 6978-46 4 3.9 
W.C. (mil.) ‘55—$119.2; ‘56—$132.5 
FEDERAL PAPER BOARD 19.3: rss oF 2.01" 2.15° 4.09 4.77 1.80 2.00 3678-29%s 32 6.2 
W.C. (mil.) ‘55—$13.0; ‘56—$12.8 
FIBREBOARD PAPER PROD. 60.5 60.9 4.46 3.2 1.83 1.21 3.78 3.80 1.05 1.20' 43 -25 25 48 
W.C. (mil.) ‘55—$38.0; ‘56—$39.6 
GREAT NORTHERN PAPER 30.3" 32.2°> 94° 62° 2.60" 179° 446 5.44 3.00 3.00 108'2-63 63 47 
W.C. (mil.) ‘55—$21.0; ‘56—$25.9 
HAMMERMILL PAPER 24.3 23.2' 7.4' 5.2! 1.70' 1.08? 3.10 4.04 1.50° 1.50 45'4-29%4 30 5.0 
W.C. (mil.) ‘55—$10.5; ‘56—$11.0 
INTERNATIONAL PAPER 491.4 4828 9.46 77 3.86 3.04 7.81 7.05 3.00 3.00 144'2-88 88 3.4 
W.C. (mil.) ‘55—$184.5; ‘56—$186.2 
KIMBERLY-CLARK CORP. 70.5" 75.9° 7.7 7.0° 64" 64 2.87" 2.92" 1.80 1.80 582-40 44 40 
W.C. (mil.) ‘55—$77.4; ‘56—$86.6 
LILY-TULIP CUP 36.7 408 9.1 8.2 2.15 2.14 3.40 3.87 1.60 1.80 67'2-49 59 3.0 


W.C. (mil.) ‘55—$19.3; ‘56—$21.2 


—Quarter ended July 31 
'—Year ended April 30, 1956 & 1957 


!—Quarter ended June 30. 
“—Years ended Mar. 31, 1956 & .957 
'—24 weeks ended June 16 
'—26 weeks ended June 30 


W.C.—Working capital. 


‘—Plus stock 


NOTE:—Rob’t Gair Co., merged into Continental Can Co. 10-26-56. 
Sale of Dixie Cup assets to Amer. Can Co., 7-1-57. 


1956. Invasion of West by other compani« may level off recent rapid 


Champion Paper and Fibre: Following sharp gain in earnings in 1956-1957 
growth of old Pacific Coast producers. B3 


fiscal yeor, earnings have leveled off. Good demand for white and book 
paper, mokes outlook good for earnings in current years coming close 
to $3.14 reported for previous fiscal year, despite non-recurring expenses 
incurred this year. B2 


Producer of newsprint in this country, company’s 
higher costs, strikes at customer's 
not be as good as $2.10 a 


Great Northern Paper 
profit margin has been squeezed by 
printing plants, etc. Second half earnings wil! 
share reported for first half. B3 





Container Corp Earnings in first half off to 74 cents a share, from 9! 

















cents in same period of 1956, reflecting dip in sales of paperboard 
containers. A3 Hammermill Paper Co.: Producer of fine papers, company's showing this 
year will be close to last year's $4.04 a share, unless strike at main 
Crown Zellerbach: Second largest paper producer, this well-managed mill affects earnings. B2 
company has sustained moderate decline in earnings this year. Net for 
first half down to $1.31 a share, against $1.76 in 1956. Well-integrated International Paper: Earnings of world’s largest paper producer will be 
compony is mapping big future expansion in Middle West and East. A3 lower this year, as a result of profit squeeze. First half net was $3.04 a 
shore, against $3.86 a shore last year. A3 
Federal Paper Board Co.: Operations are highly competitive, but the 
longer-term trend appears favorable. Earnings this year are expected tc Kimberly-Clark: Largest producer of pecialties such as Kleenex and 
be only slightly lower than 1956. The 50c quarterly dividend yields a good Kotex, as well as book papers, company should be able to show steady 
return earnings during present over-capacity situation. A2 
Fibreboard Paper Products: This West Coast producer reported net of Lily-Tulip: New specialty products may enable company to exceed 1956 
Prix e $1.21 a shore for first half, against $1.76 a share in the same period of net of $3.88 a share, continuing stead yains of recent year Al 
ses on 
RATINGS A)Best Grade 1—Improved earnings trend 
B)—Good Grade 2—Sustained earnings trend 
Pree C)—Speculative 3—Lower earnings trend 
were D)—Unattractive 
paper ae a 
nings, 
been projects may be deferred into 1959 or 1960. program called for at least 8 million tons of addi- 
ected The industry’s capacity for paper and paper-_ tional capacity. But during the last year, with ca- 
uture., board which stood at 31.9 million tons at the end pacity already slightly in excess of demand, paper 
it the of 1956, will rise to 34.1 million tons on a 310 day producers have seen the advisability of postponing 
. rap basis by the end of this year. By the end of next or abandoning plans for adding over 3 million tons 
nents vear, capacity will be approximately 36.1 million of capacity. Many of the projects dropped had not 
man tons, and by the end of 1959 a further rise to 37 been announced, but were merely in the planning 
'S not million tons is indicated—barring a stretch-out of stage and were scheduled for 1960 or 1961. 
were projects scheduled for completion in those years. The inability of the industry to turn off its ex- 
t ap pansion program quickly, owing to the long lead- 
fully Original Expansion Plans Pared Down time factor on machinery orders can provide it with 
lants substantial problems over the next year or two, 
vest. This massive expansion program, totaling 5 mil- unless consumption continues its long term growth. 
se t lion tons in three years, is actually less than the New plants mean heavy starting-up and overhead 
some industry had originally contemplated. The original costs, which tend to contract earnings temporarily. 
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Ist 6 Months 


Statistical Data on Leading Paper Companies—( Continued ) 











Full Year 





Net Sales Net Profit Margin 
1956 1957 1956 1957 
————-(Millions) % % 





1956 1957 1955 1956 1956 1957 


Dividend Per Shar 
Indicated Price Range Recen Div 
1956-57 Price Yield 


Net Per Share Earned Per Share 








MARATHON CORP. $109.11 $112.2! 56% 43% 
W.C. (mil.) ‘55—$31.6; ‘56—$39.8 


MEAD CORP. 





87.35 89.44 69% 6.44 
W.C. (mil.) ‘55—$27.3; '56—$26.0 
MINN. & ONT. PAPER 40.2 41.5 103 72 
W.C. (mil.) ‘55—$25.4; ‘56—$15.2 
OXFORD PAPER 31.1 302 72 56 
W.C. (mil.) ‘55—$15.4; ‘56—$16.9 
| RAYONIER 72.5 60.0 11.0 64 
| W.C. (mil.) ‘55—$46.3; '56—$45.5 
| ST. REGIS PAPER 1792 1735 75 £57 
| W.C. (mil.) ‘55—$97.6; ‘56—$80.4 
| SCOTT PAPER 133.4 1394 85 77 
W.C. (mil.) ‘55—$33.2; ‘56—$73.3 
SUTHERLAND PAPER 33.7 32.0 63 60 
W.C. (mil.) ‘55—$15.0; ‘56—$16.1 
UN. BAG—CAMP P. CORP. 83.5 788 13.0 11.5 
W.C. (mil.) ‘55—$28.3; ‘56—$31.6 
WEST VA. PULP & PAPER 142.6! 140.4! 9.1! 66! 


W.C. (mil.) ‘55—$38.6; ‘56—$39.8 


W.C.—Working capital. '—9 mos. ended July 31. 


Marathon: Despite higher sales, Marathon’s net in first half of fiscal 
1957 were 19 per cent lower, equal to 83 cents a share, against $1.03 a 
year ago. Some improvement may result in second half from better prices 
on pulp, etc. B3 


Mead Corp.: Earnings of this well-integrated producer of white paper and 
paperboard have been running fairly close to last year. The twenty-four 
week period ended in June showed net of $1.47 a share, against $1.63 
a year ago 


Minnesota-Ontario: Starting up costs and dip in demand is reducing 
earnings of this well-diversified producer of newsprint groundwood, and 
structural insulating board. First half net $1.17 a share, against $1.61 in 
1956, but some improvements indicated in second half 


Oxford Paper: This maker of book papers and allied products, for maga 
zine publishers, showed dip in net to $1.90 a share in first half, against 
$2.62 last year. Higher price on magazine paper should help second half 
showing. B3 


Rayonier: Earnings this year down sharply. First half net 71 cents, against 
$1.52 a share last year, owing to reduced demand for pulp. Maintenance 


of current dividend of 35 cents will depend on avoidance of further 
contraction in earnings. B3 
RATINGS: (A)—Best Grade 


B)—Good Grade. 
(C)—Speculative 
(D)—Unattractive. 


$1.69! $1.35! $2.51° $2.53- $1.40 $1.40 4814-24 24 


-—Years ended Oct. 31, 1956 & 1957. 
'—24 weeks ended June 10. 


5.9% 


3.74 


1.67% 1.474 3.16 1.355 160 41'2-3i3%4 32 5.0 

1.61 1.17 2.89 3.01 1.40 160 42'4-25 25 64 
2.62 1.90 4.76 5.43 1.85 2.30 5134-3158 32 7.1 

1.52 71 2.87 2.65 1.40 1 40 4473-19 19 7.3 
wn “1.25 2.95 . 3.16 1.90 1.55  60%s-27 7 «6$7 
1.42 1.34 2.65 2.78 1.85 2.00 75'2-55 55 3.6 

2.00 1.80 3.30 3.85 2.00 2.00 52'2-34'2 35 57 

1.53 F 25 2.43 3.02 1.50 1.50 4712-30 31 48 | 
2.54! 1.81! 3.08- 3.19- 1.55 160 63 -37 37. 43 


'—24 weeks ended June 16. 
—Plus stock. 


St. Regis: Conservative action in cutting dividend to 35 cents has placed 
this company on a stronger basis. Second half net likely to show gain 
over first half net of $1.25 a share, which compared with $1.71 a share 
in same period of 1956. New mills in new areas have been drain on 
resources and earnings. B3 


Scott: Despite keener competition, this maker of sanitary and household 
papers, withstood profit squeeze well. First half net $1.34 versus $1.42 
in 1956. A2 


Sutherland: Producer of folding cartons, company’s net in first half dipped 
moderately to $1.80 a share, from $2 in preceding similar period. 83 


kraft paper 
25 a 


Union Bag-Camp Paper: Strongly entrenched producer of 
bleached kraft and paper board, company’s first half net was $1 
share, against $1.53 a share in same period of 1956. B3 


Wes? Virginia Pulp & Paper: Profit squeeze and reduced operations cut 
first half net to $1.13 a share, from $1.79 a share in same period of 
1956. Company is a leading diversified producer of white printing paper 
kraft and shipping containers. Conservative dividend policy makes present 
payment relatively secure. A3 


1—Improved earnings trend 
2—Sustained earnings trend 
3—Lower earnings trend 

















The new plants also involve very large financing 
requirements; since reliance is placed on undistrib- 
uted earnings for a major share of the cost of the 
new projects, any substantial dip in earnings can 
force dividend reductions or even more embarrass- 
ing situations. In one or two cases, this has already 
occurred. Other dividend rates are not too secure. 
From the supply and demand standpoint, the ad- 
ditional capacity which will be coming on stream 
during the next two years would normally tend to 
make it more difficult for the paper and board pro- 
ducers to pass along any labor, freight or other 
cost rises in the form of higher prices. It will there- 
fore be of paramount importance to the industry 
to administer its prices wisely and avoid any des- 
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tructive price competition. With the Eisenhower 
Administration bringing its influence to bear to 
check inflation, paper and other raw material pro- 
ducers may find price rises more difficult even 
where the market and cost situation justifies price 
increases. A continued moderate squeeze on profits 
therefore looms as likely. 


Geographical Diversification Intensifies competition 


Fortunately, the paper industry has profited some- 
what by past adversities. The merger movement 
of recent years has generally placed the industry 
in stronger hands, and aside from the overexpan- 
sion, excesses have been avoided. There are indi- 
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cations, however, that the size of the expansion 
program was dictated not only by projections of 
future requirements, but by keen regional compe- 
tition among the major producers. Eastern com- 
panies invaded the territories of old established 
West Coast manufacturers like Crown-Zellerbach, 
and the latter, in turn, has invaded Midwest and 
possibly Eastern markets through acquisition of 
Gaylord Container and plans for building a new 
mill in Louisiana. 

Undoubtedly, from the long range standpoint, 
the large, well-integrated companies such as have 
emerged in recent years will enjoy greater stability if 
they are represented in the markets of every section 
of the country. Temporarily, however, the establish- 
ment of plants in all sections has intensified com- 
petition and has placed a heavy financial burden 
on some of the leading producers. A price is being 
paid for geographical diversification, but in the long 
run this investment should pay off well. 

Che impact of the relatively slight dip in demand 
for paper on earnings of the paper industry during 
the first half of this year has been reflected in sta- 
tistics of the American Paper and Pulp Associa- 
tion. A survey of 73 companies showed that during 
this period dollar sales rose 8 per cent (largely as 
the result of 1956 price rises) while profits after 
taxes declined 11.6 per cent compared with the 
sume period of 1956. Sales of the 73 companies 
were $2,171,000,000, compared with $2,014,000,000 
in the same period of last year. Undoubtedly the 
profit dip reflected some price shading, which has 
now been largely corrected. 

Production of paper and paperboard was 15.5 
million tons in the first half, a dip of 3 per cent 
compared with output in the same period of last 
vear. Since a slightly higher rate of production is 
anticipated for the second half of the year, it is 
expected that the industry will show total output 
for 1957 almost equal to the record-breaking 31.4 
million tons racked up in 1956. 

With capacity currently close to 34 million tons, 
this year’s indicated output will represent a rate 
better than 90 per cent of capacity for the indus- 
try as a whole as compared to close to 100 per cent 
in 1956. At present prices, this is well above the 
break-even point, estimated at 60 to 70 per cent of 
capacity for most efficient producers. A dip to the 
break-even point is not anticipated, unless the na- 
tional economy sustains a decline of substantial 
proportions. 





Output of Paper By Types 


PERCENT OF TOTAL OUTPUT PERCENT INCREASE IN OUTPUT 
1956 1946 TO 1956 
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What's Behind Second Half Pick Up? 


The improved output and earnings of the paper 
industry during the second half of this year are 
resulting largely from the ending of inventory cur- 
tailment policies of users of kraft paper, corrugated 
cartons and cardboard boxes. This inventory re- 
duction policy proved particularly disadvantageous 
to the paper industry at a time when new mills 
were coming into production and forced curtailed 
operations in the first half. Had the industry been 
in less strong hands, the purchasing agents’ poli- 
cies could easily have touched off a vicious price- 
cutting spree. 

The inventory-reduction policy had to end, 
cause paper and board supplies were being con- 
sumed at a more rapid rate than they were being 
purchased. When it became apparent that prices 
were not going to break, the purchasing agents re- 
sumed buying at a more normal rate. From here 
on, however, their purchases will fluctuate with 
operating rates in the consuming industries. 

While inventories of packaging papers were being 
reduced, newspaper and magazine publishers after a 
long period of shortages were increasing inventories 
of white printing papers and newsprint during the 
first half. Demand for these papers will remain firm, 
if advertising revenues stay at present levels. In con- 
trast with the situation in most other lines of paper, 
prices have been boosted this year both on printing 
paper and newsprint. Capacity in the former iije!d 

has been added more slowly than in paper- 


be- 





| U.S. PAPER PRODUCTION 


| (Millions of Tons) 


board and kraft paper in recent vears. In the 
newsprint field, most output has come from 
Canada, although domestic capacity in the 
South has been rising rapidly in recent years. 
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This Southern expansion program is continu- 
ing although some projects have been aban- 
30 TOTAL doned. Newsprint prices were raised $4 a ton 
last January, while white publishing papers 

= PAPERBOARD * were raised slightly more than that. 
PPTTT LLL co The index of paper prices, excluding news- 
CELLET TT et thee eee i ‘j 1 at 143.6 in July, agains 5 
suenggs®®*® ops print, stood at 143.6 in July, against 140.5 
10 { last December, showing that many paper 

COARSE PAPER products were little changed this year. 

tm i oe) Oe) ts fe ee -—— A slightly better tone in prices is currently 
© making its appearance, and this may help to 


1948 1949 1950 1951 1952 1953 1954 1955 1956 1957 
Sst 


*# including Machine Board end Building Board 


offset cost rises. 
These price boosts, however, must be still 
tested in a (Please turn to page 50) 
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What's Ahead? 


Applying the “prudent-man” 
rule to the uncertain business of 
stock market prognostication, it 
should be assumed, pending con- 
vincing evidence to the contrary, 
that we are now in a bear market 

hardly a devastating one, pos- 
sibly a fairly moderate one. On 
that premise, nothing will be lost 
and something can be gained by 
“sitting on the fence’. Technical 
rallies should be utilized for fur- 
ther weeding out of undesirable 
stock holdings and upbuilding of 
buying reserves where portfolios 
have not heretofore been ade- 
quately adjusted along defensive 
lines. Rallies might be disappoint- 
ing at least until around the yvear- 
end period, when there will be 
relief from tax-selling pressure 
which could be heavier this year 
than in a long time. Bear-market 
rallies generally do not amount 
to much in October or November. 


Dividends 


Aggregate dividend payments 
so far this vear have run about 


1‘, above a vear ago. The gain 
could narrow, or even possibly 
38 


ror PROFIT ann INCOME 


evaporate, on a full-year basis. 


The November - December pay- 
ments figure heavily in the reck- 
oning, the year-end extras were 
disappointing on the whole in 
1956, and it would not be surpris- 
ing if they prove to be more so 
this year. As applied to the Dow 
industrial average, first-half divi- 
dends were $9.79 a share, down 
slightly from $9.99 a year ago. 
The third-quarter figure is not 
likely to exceed last year’s $4.83; 








ments on “the Dow” do not prom- 
ise to match 1956’s record $22.99. 
The August dividend “box score” 
was on the sobering side in that 
22 companies omitted payments, 
against 9 a year ago; and 11 re- 





duced payments, against 2 a vear | 


ago. The month’s number of in- 
creases or extras totalled 95 ver- 
sus 122 a vear ago. 
What To Buy 

Where substantial sums of idle 



































and that for the final quarter cash are held and investors are 
seems unlikely to reach 1956’s_ not willing to sit with it, what 
$8.17, which was only 4 cents can be prudently done? Where 
above the 1955 four-quarter level cash is earmarked for later em- 
of $8.13. Thus, full-year pay- ployment in common stocks, 
a — eeensrasase — 
INCREASES SHOWN IN RECENT EARNINGS REPORTS 
1957 1956 
General Dynamics Corp. 6 mos. June 30 $2.32 $1.40 
American Crystal Sugar Quer. June 30 1.10 .80 
Superior Steel Quar. June 30 .54 -24 
Lovisiana Land & Explor. 6 mos. June 30 1.17 79 
General Cigar Co. Quar. June 30 1.51 1.18 
Shattuck, (Frank G.) Co. 6 mos. June 30 -24 .13 
Motorola, Inc. Quar. June 30 -66 54 
United Gas Corp. 6 mos. June 30 1.43 1.29 
Ingersoll-Rand 6 mos. June 30 3.01 2.71 
Publicker Industries, Inc. 6 mos. June 30 17 .03 
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liquidity is required. Therefore, 
the first choice for placement, 
aside from savings deposits, must 
be short-term Treasury obliga- 
tions, which are now selling on 


an average yield basis around 
3.75°°. What is prudent for 
jonger-range investment at this 


point? The answer hinges on the 
individual investor’s means, in- 
come requirements, tax bracket 
and objectives. For many, tax- 
exempt municipal bonds, on an 
average yield basis around 3.9‘ 
for seasoned issues and more for 
numerous new i are now 
more desirable investments than 
in a great many years; and are 
preferable to taxable-income 
bonds, preferred stocks or equi- 
ties. The yield cited is equivalent 
to taxable return of not much un- 
der 5‘¢ even for investors pay- 
inv the minimum 20‘: Federal in- 
come tax rate. What about “de- 
ferisive’” income stocks? Rela- 
tively few can hold up to your full 
satisfaction, much less work even 
moderately higher, in a_ bear 
market. Many can decline enough 
to “hurt”, even though less than 
the general market. The excep- 
tions are rare, but worth looking 
for 


issues, 


Corn Products 


This stock moved up against 
downward market trends in 1946, 


is a sub-normal payout; and the 
price-earnings ratio is also sub- 
normal. The latter is roughly 
12.0, against an average of 15.7 
at the issue’s annual highs over 
the five years 1952-1956. Over 
those years the payout averaged 
67‘. of earnings. The present 
payout is around 55‘: of pro- 
jected 1957 earnings. Thus, the 
dividend could be raised. It might 
be boosted to $1.60, $1.70 or $1.80, 
perhaps in one move late this 
year or in two over a_ longer 
period. So far as we can see now, 
a good 1958 profit showing is 
likely. Around 30, yielding 5° 
on the present dividend, the stock 
is reasonably priced, and attrac- 
tive for income and potentials for 
at least moderate appreciation. 
Although it may take some time, 
a price in the range of 35-40 
could well be statistically justi- 
fied. The stock rates high in in- 
vestment quality, with dividends 
continuous since 1920. 


Reynolds 

We continue to think, and re- 
peat for the guidance of new sub- 
scribers, that Reynolds Tobacco 
“B” is an under-priced and at- 


tractive stock. The company, 
along with other cigarette 


makers, has now lived with the 
lung - cancer -scare barrage for 
several years, over which period 











earnings in the range of $6.75 
to $7 a share, with a further 
profit gain probable in 1958. The 
price-earnings ratio is far under 
older levels around 12.0 or more. 
The yield is 5.5°7 on a $3.20 divi- 
dend, which is likely to go to at 
least $3.60 in no great time and 
which may well go still higher 
by the end of 1958. What might 
be the potential for appreciation? 
We think that 15 to 20 over 
a period of time is not an un- 
reasonable expectation. 


Stock Groups 

In recent trading sessions up 
to this writing the following 
stock groups have shown greater- 
than-average weakness: alumi- 
num, automobile parts, cement 
stocks, chemicals, coal, copper, in- 
dustrial machinery, motion pic- 
tures, oils, paper, rail equipments, 
sugar, sulphur and tires. With 
few exceptions, groups recently 
faring better than the market are 
those which for some time have 
been relatively depressed or 
which are normally characterized 


by above-average price stability. 


They include air transport, con- 
fectionery, containers, drugs, bak- 
ing, finance companies, dairy 
products, food brands, farm 


equipment, metal fabricating, 
electric utilities, office equipment, 
department stores, radio-televi- 
sion, food chains, variety stores, 


























n that} 1949 and 1953, responding to _ its sales, earnings and dividends =. 
ments, | gains in earnings in each of those have risen progressively tohigher | 2@nks and insurance stocks, ship- 
11 re-| years. Under moderately adverse and higher record levels. As more I uilding, steel, textiles and to- 
a year | economic conditions, the company popular “growth” stocks fall from DAaCCOS. 
of in-| has usually benefitted, on balance, excessive levels, how much longer 
5 ver-| from lower corn costs. The stock will it take for discerning in- ase ~ agg ie 
could neither gain nor hold up vestors to decide that the risk in lhe following | stocks, mostly 
under market declines on the the stock is more imaginary than defensive-ty pe Income Issues, 
order of 1929-1932 or 1937-1938, real and that the value is excel- have performed better than the 
f idle |} but the former is inconceivable, lent? Evidently quite a few in- market in recent weeks and days; 
‘s are} the latter improbable. Earnings  vestors have already reached that American Can, American Bak- 
What | are figured to rise this year to decision, for the stock has worked Crzes, American Chicle, American 
Vhere | the vicinity of a record $2.70- several points higher in recent Stores, Borden, Corn Products, 
r em- | $2.80 a share, from 1956’s $2.36. weeks in a declining market. It is General Foods, Grand Union, 
ocks, | On that basis, the $1.50 dividend now around 58 on likely 1957 Kroger Company, May Depart- 
ment Stores, National Biscuit, 
— = Mead Johnson, National Dairy 
DECREASES SHOWN IN RECENT EARNINGS REPORTS Products, Parke Davis, Quaker 
956 1957 1956 Oats, Reynolds Pobacco, Vick 
1.40 Admiral Corp. 6 mes. June 30 $ .05 $ .74 Chemical, American Tobacco, and 
.80 Sunshine Mining Co. Quar. June 30 .03 18 Standard Brands. 
.24 Briggs Mfg. Co. Quar. June 30 -06 .40 
79 Evans Products Co. 6 mos. June 30 -90 1.77 Soft 
1.18 Spiegel, Inc. 6 mos. June 30 -21 51 Stocks recently under more- 
13 Amer. Smelt. & Refin. 6 mos. June 30 2.14 3.70 than-average pressure are too 
54 Fruehauf Trailer Co. Quar. June 30 .12 44 numerous to list. The more prom- 
1.29 Peoples Drug Stores 6 mos. June 30 1.03 1.33 inent names include Allied Chem- 
71 Anaconda Wire & Cable 6 mos. June 30 3.98 6.08 ical, Aleoa, American Radiator, 
.03 Loew’s Inc. 12 weeks June 6 01 15 American Smelting, American 
— — - (Please turn to page 55) 
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THE BUSINESS FORECASTER OF PRODUCTIVE ACTIVITY 


Business 
Trend 
Forecaster’ 


“1948~=y:«=S1949sy~S«s«*N950 


* 

W.,. the many revolutionary changes in our economy, 
t was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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This we have done in our new Trend Forecaster (developed 
over a period of several years), which employs those indicatom 
(see Components of Trend Forecaster) that we have found to 
most accurately project the business outlook. 

When the Forecaster changes its direction up or down + 
corresponding change in our economy may be expected sev 
eral months later. 

The depth or height of the developing trend is clearly pre 
sented in our Relative Strength Measurement line, which re 
flects the rate of expansion or contraction in the making. Whee 
particularly favorable indications cause a rise that exceeds 
plus 3 for a period of time, a strong advance in general busi 
ness is to be expected. On the other hand, penetration of 
minus 3 on the down side usually precedes an important con 
traction in our economy. 

We helieve that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investmen' 
and business standpoints. 


Current Indications of the Forecaster 

On the basis of the available figures at the end of the third 
quarter, the components of the trend forecaster have performed 
somewhat better than in the second quarter, but certainly not 
strong enough to suggest any business advance in the months 
ahead. 

In July and August, industrial commodity prices drifted off 
stock prices worked their way irregularly downward while 
hours worked slumped in August after advancing in July. Hous- 
ing starts and new incorporations improved. The other three 
series — durable goods orders, business failures, and nonresi- 
dential construction contracts — show no consistent trend on 
the basis of present data. 

In July, the Relative Strength Measurement, which sum- 
marizes the rates of change in the eight indicators, declined 
to minus 1.38, after several months of steady improvement. In 
August, preliminary indications are that the measurement 
stayed in the negative range. The Trend Forecaster itself, 
which cumulates the change in the Relative Strength Meas- 
urement, has thus continued to drift downward, as it has almost 
without interruption for about twenty months. It is now almost 
thirty months that the Relative Strength Measurement has 
stayed in the more or less neutral plus-three-to-minus-three 
range indicative of indeterminate business conditions. It has 
thus accurately indicated the relatively narrow range in which 
general business has remained during the period. 
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CONCLUSIONS IN BRIEF 


INDUSTRY — production drifting off — in appliances, 
defense goods and autos (in the latter for seasonal 
reasons). Soft goods output still firm. Manufacturing 
employment continues slow decline. Outlook: a slow 
further decline, with center shifting to capital goods 
as autos recover. 


TP ADE — strong in soft goods, moderate in autos and 
other appliances. Rising prices (principally of food) 
add a slight upward bias to sales figures. Forecast: 
stable volume of trade now to Christmas. 


MONEY & CREDIT — tightness continues, but opinion 
grows that this is the top of the interest-rate cycle. 
Business demand for long-term funds expected to ease 
by late fall, and inventory financing demand by year- 
end. 


COMMODITIES — with steel price increase working its 
way into hard goods, general industrial prices still 
creeping up. But raw industrial commodities stable 
to slightly weak. Forecast; slight further rise in finished 
industrial goods, further slight weakness in raw com- 
modities. 
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Business, in the opinions of most analysts, is now at a 
significant crossroads. If consumption demand doesn’t get 
better, capital spending rates are going to get worse. One 
“if” points to expansion; the other to recession. This is the 
rationale of the now oft-heard expression, “waiting for the 
cat to jump”. 

The expression itself gets popular whenever the next 
movement of the cat in question is hardest to predict, and 
it would be pretentious for anyone to make an emphatic 
prediction with respect to the feline today. It is, however, 
worth noting an important distinction between the two “‘ifs’ 
involved. 

Capital goods demand — which is summarized in the 
Department of Commerce's figures on “new plant and 
equipment expenditures” is a basic component of the busi- 
ness cycle noted in all free-enterprise economies. Business- 
men are charged with the care and feeding of a complicated 
corporate mechanism that supplies funds to employees and 
stockholders, and sets aside enough for its own growth und 
security. It spends these set-asides when growth seems de- 
sirable; it doesn’t spend them when it is lead to believe that 
its security is threatened. 

At the moment, managements are increasingly concerned 
over their security. Their liquidity has been sharply reduced, 
their markets have grown sharply competitive, and their 
borrowing costs have been substantially elevated. Indica- 
tions are that they are increasingly disposed to 
curtail their rate of capital outlays; to husband 
cash; to reduce their receivables — in other words, 
to trim sail a bit. In the past, they have not easily been 


(Please turn to following page) 

























































































































































































t Pr t 
THE MONTHLY TREND | uni | monn Month Month Ago 
INDUSTRIAL PRODUCTION® (FRB) — | 1947-'9-100 Aug. 144 144 143 

Durable Goods Mfr. 1947-'9-100 Aug. 162 162 158 

Nondurable Goods Mfr. 1947-’9-100 Aug. 131 130 130 

Mining 1947-'9-100 Aug. 128 127 130 

RITAIL SALES* $ Billions Aug. 17.2 17.0 16.1 

Durable Goods $ Billions Aug. 5.9 $.9 5.5 

Nondurable Goods $ Billions Aug. 11.4 11.2 10.6 

Dep't Store Sales 1947-'9-100 Aug. 133 132 128 

PAANUFACTURERS’ 

Now Crders—Total* $ Billions July 27.3 27.1 27.7 
Durable Goods — | $ Billions July 13.2 13.2 14.1 
Nondurable Goods______ | $ Billions July 14.0 13.8 13.6 

Shipments® $ Billions July 29.0 28.1 26.8 
Durable Goods $ Billions July 14.7 14.2 13.0 
Nondurable Goods______| $ Billions July 14.3 13.9 13.8 

RUGINESS INVENTORIES, END MO.* | $ Billions July 90.9 90.6 86.2 

Manufacturers’ $ Billions July 54.1 53.9 50.0 

wholesalers’ $ Billions July 12.7 12.7 12.3 

Reiailers’ $ Billions July 24.1 24.1 23.8 

Dept. Store Stocks 1947-'9-100 July 143 143 138 

CONSTRUCTION TOTAL* = _. | $ Billions Aug. 14.6 4.3 4.5 

rrivate $ Billions Aug. 3.1 3.0 3.1 
Xesicential $ Billions Aug 1.6 1.6 1.7 
All Other $ Billions Aug. 1.5 1.4 1.4 

Housing Starts*—a _______ | Thousands Aug. 1010 980 1136 

Cortracit Awards, Residential—b $ Millions July 1,287 1,115 1,143 
All Other—b. $ Millions July 1,614 2,088 1,870 

GMPLOYMENT 

Total Civilian —— | Millions July 67.2 66.5 66.7 

Non-Farm Millions July 52.6 52.9 $1.3 
Government. Millions July 72 7.3 7.0 
Trade Millions July 11.5 11.5 11.2 
Fuctory Millions July 12.8 13.0 12.5 

Hours Worked Hours July 39.9 40.0 40.1 

Hourly Earnings = Dollars July 2.08 2.07 1.96 

Weekly Earnings. Dollars July 82.99 82.80 78.60 
| PERSONAL INCOME* $ Billions July 346 345 326 

Wages & Salaries. $ Billions July 241 240 226 

Proprivtors’ incomes _____ | $ Billions July 51 51 50 

Interest & Dividend $ Billions July 31 31 30 

Transfer Payments $ Billions July 21 22 19 

Farm Income $ Billions July 15 16 15 

CONSUPER PRICES. 1947-’9-100 July 120.8 120.2 117.0 

Food 1947-'9-100 July 117.4 116.2 114.8 

Clothing 1947-'9-100 July 106.5 106.6 105.3 

Housing 1947-'9-100 | July 125.5 125.5 121.8 

MONEY & CREDIT 

All Demand Deposits* _ $ Billions July 108.0 107.2 106.6 

Bank Debits*—g $ Billions July 86.0 77.7 78.3 

Business Loans Outstanding—c______ | § Billions July 31.7 32.5 28.6 

instalment Credit Extended* $ Billions July 3.5 3.4 3.3 

instalment Credit Repaid* $ Billions July 3.4 3.3 3.2 

FEDERAL GOVERNMENT 

Budget Receipt $ Billions July 3.1 11.6 3.5 

tudget Expenditures $ Billions July 6.3 6.2 5.5 

Defense Expenditures___™ __| $ Billions July 3.6 3.8 2.8 

Surplus (Def) cum from 7/1 $ Billions July (3.3) 1.6 (2.1) 





PRESENT POSITION AND OUTLOOK 


persuaded to relinquish this concern for 
security; and they now have at their shoul- 
der a Federal Reserve Board that is urging 
them to trim more rather than less sail. 

This raises — without answering — the 
question whether any reasonably prob- 
able increase in automobile sales, or hous- 
ing starts, would greatly alter the emerg- 
ing downtrend in capital outlays. Unless 
something alters that downtrend, 1958 
can still be a good business year, but not 
a postwar boom year by the standards 
of 1955. 





* * * 


ON EMPLOYMENT — throughout 1957, 
nonagricultural employment has clung 
close to the 52.5 million range — some 
600,000 better than the average in 1956. 
But manufacturing employment has drifted 
steadily down, and is now running more 
than “%4-million below its rate at the end 
of 1956. And this despite the strong long- 
term uptrend in the number of non-pro- 
duction workers in manufacturing; the 
number of actual factory workers is off 
notably, and so are the average hours 
worked by production workers. 

Judging from the decline in factory 
hours worked, and the relative stability 
of production itself, “productivity”, or 
the amount of production per hour 
of work, has evidently risen impor- 
tantly in 1957, after a negligible 
rise in 1956. Thanks to increasing pro- 
ductivity — which is mainly the result of 
additions of bigger and better tools — 
margins have been prevented from shrink- 
ing very sharply. Profits trends are cer- 
tainly far from inspiring now; they would 
have been seriously down if it had not 
been for the cost economies made possible 
by the terrific rate of capital spending 
over the past two years. 


TAPERING EXPORT BOOM? — Early in 
1957, American exports were running sen- 
sationally above their levels in early 1956. 
However, a large part of the gain reflected 
oil shipments connected with the Suez 
crisis. More current figures are a bet- 
ter measure of exports trends, and 
in the second quarter the gap be- 
tween 1957 and 1956 diminished 
notably. In fact, June shipments were 
only about 5% above June 1956, and 
much of this increase represents prices 
rather than physical volume. 

STRONG NOTE — the more you look at 
retail sales volume, the better it looks. 
The Department of Commerce’s very 
broad estimate of total retail volume has 
been inching up steadily for several 
months. The trend is confirmed by the 
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QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY PRESENT POSITION AND OUILOOK 
In Billions of Dollars—S lly Adjusted, at Annual Rates 
OOK 
— oa 1957 1956 strong performance of Department store 
h - SERIES " 1 IV T) sales, which are measured independently 
shout. Quarter _ Quarter == Quarter Quarter by the Federal Reserve Board. And the 
urgin | - ; ‘ 
* 9 | GROSS NATIONAL PRODUCT = 434.3 429.1 426.0 410.8 direct reports from mail-order houses have 
: | P Ic pti 278.9 276.7 272.3 265.0 also been pointing to something like an | 
— the | Private Domestic Invest 65.0 62.7 68.5 65.3 8% gain, year-to-year, in July and | 
prob- | Net Foreign Investment 3.5 4.1 2.4 1.2 pra. 
- hous- Government Purchases__ 86.9 85.6 82.8 79.3 gust. 
besa Sederal 51.1 503 49.0 46.4 It may be that soft goods are now get- | 
tl o- State & Local 35.8 35.3 33.9 32.9 ting some of the play that has belonged | 
nless 
1958 | PERSONAL INCOME 342.4 3377 334.5 3253 to hard-goods almost throughout the post- 
an Tax & Nontax Payments 42.9 42.2 40.5 39.5 war years. With housing starts down, and 
wr Disposable | 299.5 295.5 294.0 285.8 the trek to the suburbs somewhat modified | 
dards Cc ption Exp pads 278.9 — er — by tough mortgage financing and lower 
Personal Saving 334 ' rates of household formation, big-ticket 
CORPORATE PRE-TAX PROFITS*___ 43.9 45.6 42.4 items have fared a lot less favorably than 
1957, | Corporate Taxes. . 22.4 ao — the food, apparel and variety markets for 
clung row ate ee ang = a 15 120 the past six months. This may not be dy- 
— | serene + Sc a 91 10.8 8.8 namic spending; nobody says that food 
oe & sales stimulate the economy as much as 
rifted | LANT & EQUIPMENT OUTLAYS___ | 37.3(e) 369 36.5 34.5 paca cay 9a healthy Ganate 
aa | THE WEEKLY TREND vigorous consumer sector still un- 
— | frightened by talk of recession, and 
_— Week — oe Oe still satisfied with its level of se- 
-pro- Unit Ending Week Week Ago ; : 
th curity. 
Po MWS Business Activity Index*____ | 1935-’9-100 Sept. 7 | 290.0 290.0 290.0 3 ss ; 
<dlives MWS Index—per capita* 1935-’9-100 Sept. 7 | 221.0 220.4 220.4 WORTH NOTING AGAIN ~— in recent 
hours Steel Production % of Capacity Sept. 14 83.1 81.0 100.6 issues, this column has pointed to the effect | 

Auto and Truck Production Thousands | Sept.14 | 109 WW 86 of rising prices on the take-home pay of 
ctory Paperboard Production Thousand Tons Sept. 7 | 215 291 202 wage earners. In July, be it recorded, the 
bility Paperboard New Orders___ | Thousand ‘ens Sept. 7 | 339 266 267 average weekly earnings of factory work- 
‘, or | Electric Power Output*__| 1947-'49-100 Sept.11 | 228.6 229.1 217.1 , 

Ere loodi ers was more than $4 greater than in July 
nour Freight Car g _ | Thousand Cars Sept. 7 | 648 745 680 1956: but th eal . f those 
por- Engineering Constr. Awards__ | $ Millions Sept.5 | 314 436 244 = Acres catty ceagtegliinn 
ible Department Store Sales _. | 1947-"9-100 Sept. 7 113 135 112 wages was actually less than a your age. 

ng Demand Deposits—c_____| $ Billions Sept. 4 | 54.4 55.0 54.9 The dividend-receiver is, of course, in the 
i f Business Failures Number | Sept. 7 | 208 262 196 same boat. In fact, we’re all in it. 
° Ries ago : bed Sa 
Is — *—Seasonally adjusted. (a)—Private starts, at annual rates. (b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d) Excess of dispos 
rink- able income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of Economic Advisors. (g)—337 non-financial centers 
om na)—Not available. (r)—Revised. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau 
ould THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
not - : 
sible 1957 Range 1957 1957 
ding No. of 1957 Range 1957 1957 | (Nov. 14, 1936 Cl.—100) High Low Sept.6 Sept. 13 
Issues (1925 Cl.—100) High Low Sept.6 Sept. 13 100 High Priced Stocks 236.9 215.6 216.8 218.4 
300 Combined Average ..... 346.6 316.5 317.8 318.6 100 Low Priced Stocks 415.9 369.9 372.3 372.3 
ly ij 4 Agricultural Implements . 282.4 241.6 244.4 249.8 4 Gold Mining ................... 726.2 627.2 653.6 660.2 
ym | 3 Air Cond. ('53 Cl.—100) 122.8 98.7 98.7 99.9 4 Investment Trusts 184.5 166.7 168.3 169.9 
sen- | 9 Aircraft (‘27 Cl.—100) 1388.8 982.2 1024.9 1039.2 3 Liquor (‘27 Cl.—100) 1094.5 925.4 955.2 945.3 
956. | 7 Airlines (‘27 Cl.—100) 1022.5 671.7 681.7 681.7 9 Machinery 523.4 456.7 456.7 456.7 
cted | 4 Aluminum (‘53 Cl.—100) 4645 359.0 363.2 359.0 3 Mail Order 174.6 155.8 155.8 160.9 
lee | | 6 Amusements pe RA nen 172.6 145.8 148.8 150.3 4 Meat Packing 142.6 117.4 118.8 118.8 

9 Automobile Accessories ........ 384.4 341.7 352.3 355.9 5 Metal Fabr. (‘53 Cl.—100) 198.3 171.6 175.4 179.3 
et- 6 Automobiles ................... 54.3 47.6 49.5 49.0 10 Metals, Miscellaneous 420.9 3683 3683 3723 
und 4 Baking (26 Cl.—100) .... 29.7 26.3 28.9 28.6 tee oe 1060.1 852.2 873.0 852.21 
be- 3 Business Machines 1285.3 956.2 1048.8 1059.0 22 Petroleum 914.4 749.7 185.6 815.6 
red 6 Chemicals ........ 652.3 556.6 574.5 574.5 21 Public Utilities 263.6 246.4 246.4 246.4 | 

4 Coal Mining 25.1 21.1 21.3 21.6 7 Railroad Equipment 91.4 77.4 78.3 77.AL 
fere 4 Communications 106.0 94.5 95.5 95.5 20 Railroads 72.7 60.7 60.7 60.7 
and 9 Construction 1268 1144 1144 1156 3 Soft Drinks 509.8 445.5 471.2 462.7 
ices 7 Containers 799.9 739.5 769.7 769.7 12 Steel & Iron 393.0 330.1 334.1 330.1 

7 Copper Mining 307.6 219.3 219.3 225.4 4 Sugar mack 116.9 97.9 110.2 108.3 

2 Dairy Products 112.4 103.8 108.1 111.3 2 Sulphur nicuiiaianids 926.7 790.2 790.2 790.2 

6 Department Stores .......... 89.2 80.1 84.2 84.2 11 Television (‘27 Cl.—100) 36.0 31.6 32.3 32.6 
c at 5 Drugs-Eth. (‘53 Cl.—100) 259.2 175.2 228.1 235.4 5 Textiles caciesse 149.9 121.9 123.3 123.3 
ks. 6 Elec. Eqp. (‘53 Cl.—100) ...... 244.4 215.0 215.0 217.2 3 Tires & Rubber 197.6 164.0 175.2 178.9 
er 2 Finance Companies ............. 584.5 525.0 541.6 546.9 ID" ciiceastcanueasnenisediieeie 93.0 87.0 92.1 93.0H | 
h Y 6 Food Brands ............. 280.2 261.3 264.0 264.0 2 Variety Stores 273.7 253.0 253.0 255.6 

sl 3 Food Stores ........ 183.9 153.8 178.9 178.9 15 Unclassif’d (‘49 Cl.—100) 168.9 153.8 158.3 158.3 
2F = 
- H—New High for 1957. L—New Low for 1957. 
the : = 
SEPTEMBER 28, 1957 43 
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Trend of Commodities 





SPOT MARKETS — Sensitive commodities continued to droop in 
the two weeks ending September 13 and the Bureau of Labor 
Statistics’ index of 22 such commodities fell 1.0% to 87.5, 
penetrating the year’s bottom (set in May) by a fraction. In 
the past five years, this index has followed an irregularly side- 
wise course, with new lows being followed by rapid — though 
usually short-lived — recoveries. 

The near-term course of this indicator should furnish impor- 
tant clues to the business outlook. A rebound would signify 
that the economy still retains its vitality, while a further sizeable 
drop would stress the seriousness of burdensome inventories 
and slack demand at the manufacturing level. With inventories 
still rising in July, it appears doubtful that any strong price 
recovery can be expected. 


FUTURES MARKETS — Commodity futures followed divergent 
trends in the two weeks ending September 13, with most changes 
confined to a relatively narrow range. 

Wheat prices sagged in the period under review, the Decem- 
ber option losing 2 cents. Sentiment was adversely affected by 
larger than expected Government crop estimates for spring 
wheat and other grains. Slow movement of wheat into the loan 
also provided ammunition for the bears. The Department of 
Agriculture estimated that the spring wheat crop, based on 
September | conditions, would amount to 232.7 million bushel, 
8.3 million above its projection of a month ago. Althoug! 
entries into the loan have been slow, this can expand quick! 
and should provide important support for wheat prices. 
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[~ 22 BASIC COMMODITIES 
BLS PRICE INDEXES Latest 2Wks, 1Yr. Dec. 6 , wa —_ —_ 
1947-49—100 Date Date Ago Ago 1941 | | | | 
all Commodities Sept.10 118.1 118.0 115.5 60.2 93 . —— a. A See — 
Farm Products Sept. 10 92.5 92.6 90.1 51.0 | | | | 
Non-Form Products Sept.10 125.8 125.6 123.1 67.0 —— i ——_—_—_+- t —.9] 
22 Basic Commodities Sept.13 87.5 884 91.7 53.0 (1947-1949—100) | | 
9 Foods Sept. 13 84.0 845 82.1 465 89 89 | 
13 Raw Ind’‘l. Materials Sept. 13 89.8 91.0 98.9 58.3 | | 
5 Metals Sept. 13 97.6 99.3 127.3 54.6 87 87 
4 Textiles Sept. 13 81.3 826 806 563 | 
| — 4s L | —~85 
MWS RAW MATERIALS SPOT PRICE INDEX 
MWS SPOT PRICE INDEX 
7“, Yr it | : 170| 
14 RAW MATERIALS | 
1923-1925 AVERAGE—100 165 165| 
AUG. 26, 1939—63.0 Dec. 6, 1941—85.0 
1957 1956 1953 1951 1945 1941 160 160} 
me ies SS Se fs 55 
Close of Year 165.5 152.) 1808 985 83.5 DOW JONES FUTURES INDEX — 
DOW-JONES FUTURES INDEX 165;>——_- | | | 165) 
12 COMMODITIES 160 ima 160 
AVERAGE 1924-1926—100 tae new | 
155+ A 155| 
1957 1956 1953 1951 1945 1941 
High ef Year 163.4 166.7 166.5 2145 1064 84.6 | | | 150) 
Low of Year 154.5 1498 153.8 1748 93.9 55.5 SO — | 
Close of Year 162.7. 1668 189.4 105.9 84.1 MAR. APR. MAY JUNE JULY AUG. SEPT 
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nd Needs Urgently To Do 
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(Continued from page 17) 


ary Congress Left Undone 
a 





yssured. 

In the face of the demonstrated 
need, it is somewhat surprising to 
fnd an Eisenhower Cabinet mem- 
yer, Secretary of Labor James P. 
Mitchell, joining the labor boss- 
inspired pleas against “restric- 
tive’ legislation, and anti-labor 
aws. In no other field can monop- 
olists and thugs exploit workers, 
employers and the public with 
impunity. In no other field can 
money belonging to others be mis- 
ysed in violation of pledged trusts. 
And in no other field is violence 
and interference with the right to 
ontract protected almost as a 
sacred right. “Restrictive legisla- 
tion” is precisely what the public 
is demanding in messages to 
Members of Congress. Even in an 
eection year, such as 1958, it is 
inconceivable that Congress 
should fail. 


Proposed Laws for 
Restricting The Union Monopolies 


Gaining support and likely to be 








indorsed by Congress is a pro- 
posal that labor unions be made 
subject to the Federal antitrust 
and anti-monopoly statutes. Prop- 
erly enforced, such regulation 
could put an end to the imposi- 
tion of crushing economic 
squeezes upon legitimate busi- 
ness; return picketing and boy- 
ott to their intended spheres; 
outlaw coercion and collusion be- 
tween and among unions, and 
management seeking to destroy 
‘competition. Coupled with laws 
requiring complete disclosure and 
auditing, restricting the uses to 
which union dues may be devoted, 
and specifying the types of in- 
vestments that may be made (no 
more difficult than in the cases of 
banks and insurance companies), 
an excellent start can be made. 
The indignation generated by the 
McClellan Committee hearings 
with the disclosure that the highest 
officials in some unions would not 
answer questions about their pri- 
records, indictments, hood- 
lumism, and defalcations on the 
ground that the answers might in- 
criminate them, has put it squarely 
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up to Senators and Representa- ment in borrowing that money.” 


tives to announce, through their That was a reference to Cong- 

votes, which side they are on! ress’ failure to increase the in- 

terest on REA loans, and it set 

Where The First Session Fell Short the subject up as one of the 
things to be done next vear. 

At his first press conference Other listed items, failure of 

following recess of Congress, Ike Congress to enact which, made 


expressed his disappointment at him “tremendously disappointed” 


the product. He anticipated the were: 
question and had prepared him- Registration of union welfare 
sef with a detailed answer. “1 funds. 


Corn program. 

Limits on highway advertising. 

Tax relief for small business. 
Federal flood insurance. 
(Please 17) 


have a little list,” he began as he 
fingered a card. Then he read the 
first: “The interest rates on Gov- 
ernment loans should be equal to 
the cost of the Federal Govern- turn to page 
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Procter & Gamble 


“In view of your favorable comments in 
regard to Procter & Gamble some time 
ago, I would appreciate receiving late 
data on this company as I am interested 
in conservative and good quality issues.” 

T. F., Minneapolis, Minn. 


Procter & Gamble is the leading 
manufacturer and distributor of 
soaps and synthetic detergents. It 
has expanded into food lines; 
chemical pulp operation are ex- 
panding and a sanitary paper 
company has been acquired, AI- 
though this is regarded as a good 
quality, conservative issue, it also 
has long term growth prospects. 
Consecutive dividends have been 
paid since 1891. 

For the fiscal year ended June 
30, 1957 P & G’s net sales totalled 
$1,156,389,726, highest ever in 
the company’s 120-year history. 
P & G passed the billion dollar 
sales mark for the first time last 
year with total sales of $1,038,- 
290,374. 

Consolidated net earnings in 
the latest fiscal year reached a 
record high of $67,807,376 equal 
to $3.44 per share on the average 
number of common shares out- 
standing, an increase of 39 cents 
over last year’s earnings of $3.05 
per share. 

The company has a policy of 
generating the greater part of its 
growth from within, and it has 
moved forward in practically all 
the areas of its operations, both 
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domestic and overseas. The out- 
look for the current year contin- 
ues favorable. 

During the past fiscal year, 
Procter & Gamble acquired vari- 
ous parts of the Duncan Hines 
business in August, 1956, the 
Charmin Paper Mills, Inc. busi- 
in January, 1957, and 
reached agreement with Clorox 
Chemical Co. in April, 1957, to 
acquire Clorox properties and 
business. The transaction was 
completed August 1. 

Construction is planned for a 
new P & G technical center in 
northern Cincinnati and the com- 
pany has formed a new paper 
products division. The company 
also reported completion of two 
new plants in the U.S. and an- 
other in Belgium, the beginning 
of construction of a new plant in 
Canada, completion of a new re- 
search center in England and ex- 
pansion of the company’s cellulose 
pulp mill in Florida. 

Current quarterly dividend is 
50 cents per share. Management 
is considered capable and _ pro- 
gressive. 


ness 


Brunswick-Balke-Collender Co. 


‘I have noticed that Brunswick-Balke- 
Collender Co.’s stock has shown a sharp 
increase in the past year or so and I} 
would be interested in learning about 
this company’s operations, profits and 
outlook.” M.S., Charleston, S. C. 


Earnings of Brunswick-Balke- 


THE 


Collender Co. showed a very shary 
increase for the year 1956 to $6.1) 
per share from $2.52 in 1955 an 
$1.21 in 1954, There was a furthe 
substantial increase in sales an 
net income in the first half of this 
year and this accounts for the 
strong market action of the stock. 

Expanded sales and earnings 
are due only in part to the remark- 
able growth of interest in bowling 
Both the school equipment busi- 
ness and defense business are mov- 
ing ahead rapidly and the company 
foresees continued growth in these 
areas. With booked orders wel 
ahead of last year, the company 
believes that results for the ful! 
year of 1957 should reflect very 
satisfactory sales and earnings. 

Sales and earnings for the 
quarter ended June 30th, 1957 
were the highest for any compar- 
able period in the history of the 
company. 

Consolidated net sales for the 
second quarter were $26,215,393, 
as against $10,189,760 of consoli- 
dated net sales and services for 
the same period of 1956. 


Consolidated net income for the 


second quarter of 1957, after fec- 
eral taxes of $1,382,000, was 
$1,126,624, equal to $2.07 per 
share of common stock, compared 
with $498,214 earned in the sec- 
ond quarter of 1956, or 94c per 
share, after federal taxes of 
$585,000. 

Consolidated net sales for the 
first half of 1957 were $45,374,923 
compared with $17,109,829 for the 
first six months of 1956. 

First half of 1957, consolidated 
net income amounted to $1,262.- 
800, equal to $2.27 per share on 
the 532,195 shares of common 
stock outstanding. This compares 
with consolidated net profits o 
$391,110 for the first half of last 
year, equivalent to 67c per sharé 
on 498,487 shares of common stock 
outstanding on June 30th, 1956. 

On May 2nd, Brunswick ac 
quired the 50% interest of the 
Murray Corp. of America in the 

(Please turn to page 56) 
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What Congress Left Undone 
and Needs Urgently To Do 





(Continued from page 45) 


Postal rate increases. 

An adequate Mutual Security 
(foreign aid) program. 

(A White House aide said later 
that failure to enact a school bill 
was on the list but was inad- 
vertently skipped.) 

Ike didn’t mention tax relief, 
except as to small business, for 
the reason that he not only didn’t 
favor tax cuts but probably would 
have vetoed a bill if there were 
ne 

He limited labor union abuse 
urtailment to the “full disclo- 
sure” provision because that was 
the only bill pending, and he was 
discussing only measures which 
had made some progress in com- 
mittee. 

Reciprocal trade treaties 
weren’t on Ike’s list because the 
issue didn’t come up this year; 
it is up next year, on a bill to ex- 
tend the Act. 

The farm bloc will have a com- 
prehensive legislative program 
ready for the new Congress, based 
on a series of state meetings 
which will be conducted in De- 
cember. For the first time, there 
will be a united front of farm 
organizations asking freedom 
from controls, an end to compen- 
satory payments, and to multiple 
price proposals. The farm groups 
will ask that the reciprocal trade 
agreements act be extended with- 
out crippling amendments. In re- 
turn for their willingness to fore- 
go some federal aid they will ask 
for a balanced budget and for tax 
concessions not yet worked out 
in detail. 

The Federal Reserve Board’s 
monetary control program has 
substantial support in the farm 
belt where it is regarded an effec- 
tive weapon in the drive against 
inflation. 

The farm belt’s position on la- 
bor is this: Apply the federal 
anti-trust statutes to unions, and 
prohibit compulsory unionism. 
An effort may be made to put ad- 
ditional teeth into the Hobbs 
Anti-racketeering Act which has 
been used with some success to 
insure the free flow of farm com- 
modities to market by truck. 
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Another Try At School Aid Bill 


The farmers are opposed to ex- 
tension of the wage-hour law to 


farm labor. The movement for 
federal aid to schools will run 
into powerful opposition, too. 


Congress was close to agreement 
on a school aid bill before this 
year’s recess, but liaison between 
the White House and Capitol Hill 
broke down and a compromise 
measure failed. It may be more 
difficult to engineer a school aid 
bill through the next session. En- 
actment of a civil rights bill over 
the angry objections of southern 
members of Congress has firmed 
their position against invasion of 
state’s rights. The argument is 
made that federal contro] follows 
federal money into states and 
cities and that acceptance of 
school funds from Washington 
would lead to nationalization of 
curricula. The farm organizations 
are expected to use their influ- 


ence for defeat of a school aid 
bill on the same theory. 
Organized business, as repre- 


sented in United States Chamber 
of Commerce, likewise is opposed. 
This combination presents a for- 
midable barrier. If anything, the 
chances of the school bill will be 
more in doubt at the opening of 
the new session than they were at 
the opening of this year’s. 


Other Issues on the Agenda 


A new drive will be instituted 
in January to increase the pay of 
civilian employees of the Federal 
Government. Such a bill was 
passed in August, but was vetoed 
by President Eisenhower who 
complained not only against the 
cost ($800 millions), but also said 
the were not warranted 
on the basis of increased living 
However, 1958 is a con- 
gressional election year and his- 
tory may repeat itself. In August, 
1954 the President pocket vetoed 
a 5 per cent pay raise bill, but in 
the following May signed bills 
allowing an even larger percent- 
age of increase. The drive in Jan- 
uary will be to enact pay raise 
law retroactively to September 1, 
1957. If such a bill passes, 80 per 
cent of the amount apparently 
saved by Ike’s veto this month 
would go down the drain. 

Still before committee and con- 
ceded a good chance of passage 
next year is a bill to require com- 


boosts 


costs. 
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panies to give the government 60 


days notice before they merge. 
Budget reform along lines sug- 


gested by the Hoover Commis- 
sion will wind up at the end of 
the next session as they did at 
the end of this one, in the talk 
stage. It appears certain that 
campaign spending reforms must 
be tackled in 1958. Basic legisla- 
tion has cleared the Senate Com- 
mittee. 

Federal assistance to communi- 
ties suffering from labor over- 
supply appeared to have bi-parti- 
san support in the early days of 
the session. The President in- 
cluded a recommendation to this 
end in his message. Enthusiasm 
seems to have waned. The Presi- 
dent’s recommendation for a mon- 
etary study seems to have gone 
astray. Ike wanted a commission 

(Please turn to page 49) 
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Keeping A breast of 









Corporate Developments 


Air Reduction Co. plans to expand by 50‘:, ca- 
pacity of vinyl acetate monomer, basic constituent 
in resins for water-based paints, adhesives, textile 
treating compounds and paper-sizing agents. Ca- 
pacity of the plant will be increased to 45 million 
pounds annually, up from present capacity of 30 
million pounds. 


Aluminum Co. of America through its Alcoa Ex- 
ploration Company, subsidiary, has agreed to spend 
$10,000,000 to develop large bauxite deposits in a 
province of the Dominican Republic, under a 50- 
vear contract, which grants exemption from all taxes 
and duties except for 38°: income tax and payment 
of 25¢ for each ton of ore sold. In addition, there 
is a liberal depletion allowance and equipment de- 
preciation is tax deductible. As part of the agree- 
ment, Alcoa receives freedom of action in develop- 
ing and transporting bauxite ore and is constructing 
shipping facilities at Enriquillo, which Government 
plans to operate in converting into a permanent 
deep-water port. Alcoa, in turn, agrees to sell 850,- 
000 tons of ore a year to an aluminum reduction 
plant to be constructed in the Dominican Republic. 
This contract follows 20 years of exploratory work 
by the company. 


Armco Steel Corp. announced the development of 
a new high-strength stainless steel that will permit 
future aircraft and missiles to streak across the 
sky faster than rifle bullets without suffering dam- 
age due to intense air friction heat. 

The new low-cost aircraft material, which will be 
used mainly for skins and major structural parts, 
is known as Armco Ph-15-7 Mo. According to Armco, 
this material provides the best combination of char- 
acteristics for aircraft and missiles flying up to 
2700 miles an hour, of any metal available today. 

In addition to its high strength at supersonic 
speeds and low costs, the new steel’s outstanding 
qualities are assured production in volume, ease of 
fabrication and corrosion resistance. 


Douglas Aircraft Co. plans to build 156,000 sq. ft. 
publication center and commercial jet training head- 
quarters on 39 acre site in southwest Los Angeles 
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County, at total cost of $2,335,000. Douglas will} tha’ p 
consolidate all manual and catalog preparations in} he Wé 
126,000 sq. ft. building to be completed in April,} passes 
1958. A 30,000 sq. ft. building to be constructed] not o1 
later will house a commercial jet training program. | sav: 
put it 
International Mineral & Chemical Corp. is con-| |) a 
structing 3,000 ft., $4,000,000 shaft at its Saskat-] sessio' 
chewan potash mine. Complete facility, including} postag 
shaft, mine equipment, refinery, storage buildings} passec 
and other equipment, will cost over $20,000,000 and} tional 
employ 100 to 150 persons. bill f 
Senat 
Motor Products Corp. announced on September} proba 
4th, that it had acquired 100,000 common shares of \la 
Holland Furnace Co. in the open market. The com-} jno- gj 
pany said it had advised Holland management of o> wes 
acquisition and had a thorough discussion of in-}... 4 
terest in the company. Motor Products has not asked The < 
for representation on Holland Furnace’s board of en { 
directors. Holland Furnace on June 30th, had 885,-| ). A. 
584 common shares outstanding. cv, Begs 
millio 
, : 2 expan 
Northrop Aircraft, Inc. has established Nortronics, | poyg¢ 
a division to design, develop and manufacture elec- been 
tronic, electro-mechanical and opto-mechanical prod- | ¢; joy 
ucts and components. 
Pittsburgh Plate Glass Co. plans to restore Mount} 
Vernon, Ohio window glass plant to capacity opera- 
tions within next 30 days, to meet improved demand. 195 
About 400 workers who were laid off will be re- 
called when two tank furnaces are started-up. Plant T 
has three furnaces and employs 1,000 when produc- 
ing at capacity. 
Sears, Roebuck & Co.: On September 3rd, All- (¢ 
State Life Insurance Co., a newly formed subsidiary 
of Allstate Insurance Co., which in turn is controlled has n 
by Sears, Roebuck & Co., sold its first life insurance it 
policy in Illinois. The new firm expects to be licensed | 25° 
in three other states by the year-end and in 15 or |} % V@ 
20 more by the end of 1958. the 1 
oughl 
. ~— nla . adval 
Standard Oil Company of California plans to start 1957 
construction of (Please turn to page 56) | ~~? 
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What Congress Left Undone 
and Needs Urgently To Do 











(Continued from page 47) 


appointed to make the probe, but 
Congress rejected the idea. Then 
Senator Byrd launched a series of 
hearings which bogged down with 
no definitive results. Representa- 
tive Wright Patman is about to 
institute a duplicating study 
which is likely to resolve itself 
into another chapter of his ven- 
with the Federal Reserve 


Legislation to exempt gas pro- 
ducers from utility type regula- 
tions cleared the House Commit- 
tee but its progress stopped at 
that point. The President has said 
he would sign the bill if one 
passes (he vetoed last year’s bill, 
not on its merits but because of 
insavory methods employed to 
put it through Congress). 

I: appears certain that the new 
session will vote some increase in 
postage rates. The House has 
passed a bill to raise an addi- 
tional $527.5 million a year. The 
bill faces rough going on the 
Senate side and a compromise is 
probable. 

Alaska and Hawaii will be seek- 
ing statehood again but there is 
no reason to believe their chances 
are any better than heretofore. 
The Senate has approved legisla- 
tion to permit the Tennesee Val- 
ley Authority to issue up to $750 
million in revenue bonds to finance 
expansion. The bill has cleared a 
House Committee but has not 
been placed on the calendar for 
action. —END 





Timely Appraisal — 
1958 Prospects for Stocks 
That Resisted Decline 
This Year 





(Continued from page 26) 


has moderate growth prospects. 
It is well to recognize that the 
reason for the stability and rise 
of various issues was based on 
the fact that they were thor- 
oughly liquidated in 1956 — and 
advanced or held their own in 
1957 because they had reached 
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levels more in line with their eval- 
uation. May Department Stores 
and Allied Stores reacted to the 
so-so year that became evident for 
the retail trade early in 1956. The 
pessimism, moreover was war- 
ranted. Many companies in other 
industries were scoring outstand- 
ing earnings gains, but these 
firms, handicapped by heavy ex- 
pansion outlays and lower than 
anticipated sales throughout 
much of the year had a hard time 
matching their 1955 performance 
levels. However, May Department 
Stores managed to show a small 
per share gain to $3.31 in 1956 
from $3.09 the previous year, and 
Allied went past the $5.00 per 
share mark compared with $4.96 
a vear earlier, but neither stock 
enthusiasm, 


caused any market 
for Allied slid from a high of 
56%, down to 42%, in 1956, 


touched bottom at 4014 this year, 
rebounded to almost 48 and has 
now settled at approximately 43, 
where it is priced to yield more 
than 614‘7 on the regular $3.00 
dividend. 

Similarly, May Department 
Stores dropped from 481. in 1956 
to a 1957 low of 351. in January 
1957 on unexciting prospects, but 
has spent al] of this year within 
a five point range. At approxi- 
mately 37! the yield is almost 
6% for this well managed, highly 
regarded retailer. 

Other important stocks under 
this heading include American 
Telephone and Telegraph (range 
this year 17014-1797) which re- 
ceded from 187 to 165 in 1956 as 
the market brought its relatively 
fixed return into line with higher 
money rates; U.S. Gypsum which 
dropped from a 1956 high of 77 
to 5114 earlier this vear, but has 
since moved back to the 60-66 
range as investors pay more heed 
to the company’s outstanding low- 
cost operating record, than to the 
moderately lower earnings ex- 
pected for all of 1957; and Na- 
tional Dairy, whose stock had to 
weather the impact of dilution, 
heavy capital outlays for plant 
resulting from new acquisitions, 
modernization and expansion and 
a double barreled FTC action 
charging violation of both the 
Clayton Anti-Trust Act and the 
Federal Trade Commission Act. 


A Few Special Situations 


Aside from West Indies Sugar, 
a few other stocks in the list have 


special situation features. Ameri- 
can Colorotype was making new 
highs while the market was fall- 
ing sharply, largely because of in- 
sider buying and speculation on 
the company’s reorganization. 
With only 113,000 shares in the 
hand’s of the public (125,787 are 
closely held) the stock moves with 
ease. 

Climax Molybdenum, producer 
of two-thirds of the nation’s sup- 
ply of that metal has performed 
well despite general weakness in 
metal stocks because of the strong 
jet and rocket engine demand for 
molybdenum’s heat-resistant 
properties. A strike at one mill 
may set earnings back moderately, 
but full year results should still be 
well over $6.00 per share against 
last year’s $5.87. 

Some speculative appeal is also 
contaihed in Climax’s uranium 
and vanadium subsidiaries, but 
primary interest is in the com- 
pany’s dominant place in the 
molybdenum industry. 

And Holland Furnace, although 
its business is tied to 
household needs, actually owes its 
stable performance this year to 
Motor Product’s acquisition of 
100,000 shares of Holland stock 


closely 


Investment Viewpoint 


Aside from the exceptions 
noted, few of the stocks in the 
list have been booming in any 


sense of the word, but their ob- 
vious stability at a time when 
pressure is affecting virtually 
every industrial group indiscrimi- 
nately, pinpoints how few areas 
there are in which investors feel 
reasonably secure. Actually this 
compilation reveals how little 
basic deviation there is from in- 
vestment truths despite the cries 
heralding a “new era”, a “golden 
age’, etc., that have rung through 
the air in recent While 
atomic energy, electronics, auto- 
mation, magic metals and a host 
of other important developments 
have grabbed the headlines and 
fed speculative fever, it is to the 
stable and defensive industries 
that seasoned investors have 
turned at the first real signs of 
trouble. Classically, companies 
that enjoy an inelastic demand for 
their products are poor inflation 
hedges, but sources of inordinate 
comfort when the going gets 
rough. From the performance out- 
lined here investors are expecting 
rougher going from here on. —END 


vears. 
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Transition in the 
Textile Industry 


(Continued from page 30) 


been the yearly sag in cotton ex- 
ports, which at the end of World 
War II had reached 1 billion 
yards. This was a little less than 
1/10th of the total production of 
American mills. Nevertheless, this 
loss, plus the increased imports 
from other countries, has repre- 
sented a lot of extra goods that 
have had to be sold in the domes- 
tic market to make up the defi- 
ciency—with a consequent weak- 
ening in demand and prices over 
the last 4 or 5 years. 


Outlook for Textiles 


Despite the now improving im- 
port-export situation, however, 
the basic outlook for textiles will 
depend on a number of more im- 
portant factors — car buying this 
season for one thing — continued 
general health of the economy, for 
another—and whether the present 
inflationary trend will be con- 
trolled by the government. 

Buyers are in no mood to take 
chances on extensive commit- 
ments because of the uncertain- 
ties which certainly lay between 
us and the first of the year. 

Textiles are a bell-wether of 
sorts of the over-all feeling of the 
people about the soundness of the 
nation’s economy. They react 
sensitively to changing conditions 
in dozens of different segments of 
our business and industrial life. 

When the textile business is bad 
it is sometimes a precursor of a 
general decline in business. This 
coming quarter should give a 
fairly good indication of things 
to come. —END 





The Trends of Earnings 
and Dividends in the 
Paper Industry 





(Continued from page 37) 


competitive market. 

Pulp has been increased $5 a 
ton for the fourth quarter, along 
with a 5 per cent boost on multi- 
wall bags. Several grades of 
printing papers were boosted in 
July, and a recent rise was ef- 
fected in bleached and unbleached 
kraft paper, though there was no 
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advance on board grades. Paper- 
board boxes remain unchanged. 


Wages and Costs Still Going Up 


Although the pace of labor cost 
rises may be slowed down next 
year by the administration’s anti- 
inflation program, it is virtually 
certain that the paper industry 
will have to grant some conces- 
sions to unions. Hence, the indus- 
try will have to find the demand- 
supply situation strong enough to 
enable it to pass on such in- 
creased costs, if it wishes to 
maintain its earning power. This 
year, the labor cost boost 
amounted to 5 per cent, substan- 
tially more than paper price rises. 

The continuous investment in 
new facilities is resulting in a 
squeeze on earnings for several 
reasons. With money rates rising, 
funds borrowed to pay for such 
plants entail heavier interest 
charges. In addition, depreciation 
charges on the new plants against 
earnings are extremely heavy. 
Furthermore, in some cases, non- 
recurring expenses involved in 
getting new plants started have 
been high, owing to engineering 
or other normal start-up prob- 
lems. The industry will have to be 
prepared to face such higher costs 
as long as the expansion program 
continues at its present rate, 
which will be virtually through 
1958, And it can hope, at best, 
to recover only a part of such in- 
creased costs, until the market ex- 
pands sufficiently to absorb the 
additional capacity. This point 
may not be reached until 1960. 

Virtually all segments of the 
paper industry have sustained 
approximately the same levelling 
off of demand this year, and en- 
joy the same favorable long range 
outlook. 


Outlook for Pulp and 
Various Paper Products 


In some respects, pulp pro- 
ducers like Rayonier have been 
harder hit than paper manufac- 
turers, owing to the reduced de- 
mand for pulp from makers of 
rayon and other synthetic tex- 
tiles. The pulp industry has been 
carrying on an expansion pro- 
gram fully as large as that under 
way in paper and is suffering 
from similar overexpansion. At 
one time, nearly 10 million tons of 
additional pulp capacity was be- 
ing discussed, but only about 5°, 
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million tons of this total will be 
installed by 1960, owing to cut. 
backs and stretch-outs of the 
original program. If consumption 
continues to grow at the rate of 
recent years, capacity and de. 
mand for pulp should be in bal. 
ance by 1960 or 1961. 

Thus far this year, production 
of pulp has been 3 per cent lower 
than in 1956, But additional cap. 
acity has reduced the operating 
rate by more than 5 per cent 


Next year, more capacity wil 
come on stream. If demand is 
larger, as producers hope, the 


new capacity will not cause grive 
problems. But the situation i 
pulp and paper creates the need 
for conservative financial an¢ 
dividend policies. The rise in pul 
prices for the fourth quarter is a 
hopeful sign that the industry is 
surmounting its problems. 

Paperboard was one of the 
first products to reflect inventory 
reductions. Output dropped to 
around 90 per cent of capacity 
early this year, but since July, the 
rate has recovered, and in recent 
weeks, paperboard output has 
been running 6 per cent ahead of 
last year. 

Kraft paper, used for bags and 
wrapping, has gone through the 
same cycle, Output was off 7 per 
cent in the first half, but in recent 
months, has recovered. 

The market situation has been 
firm enough to enable producers 
to announce a price hike of 5 per 
cent on multiwall bags for the 
fourth quarter, in addition to the 
recent boost of $5 a ton on bleached 
and unbleached kraft paper. 
In the wrapping paper field, un- 
bleached wrapping paper output 
at one time was off 18 per cent. 
Glassine and greased papers have 
done well, and are a little ahead 
of last year’s output. 

The demand for paper has 
grown with remarkable continu- 
ity in recent years. New uses and 
the higher standard of living has 
resulted in a steady rise in per 
capita demand. From 58 pounds 
in 1899, per capita consumption 
in the United States has risen to 
421 pounds in 1955, and to 
slightly more than that in 1956. 

Projecting future demand, the 
Department of Commerce in an 
exhaustive study issued last June 
estimated that in 1965, net de- 
mand for paper and board will 
total 43.8 million tons, an in- 
crease of 40 per cent over 1956 
production. With such _ rapid 
growth forecast, the paper indus- 
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wy can perhaps be excused for 
the over-enthusiastic expansion 
program in which it is currently 
engaged since it is difficult to time 
large capital investments _per- 
fectly. Because of this, some of the 
scheduled expansion may prove 
premature and costly. Investors 
therefore may find it advisable to 
follow a cautious policy with re- 
yect to this industry, until the 
full impact of the anti-inflation 
program can be more accurately 


evaluated. —END 





Investment Clinic 





Continued from page 33) 


more companies may be forced to 
abstain this year if they are to 
protect their dwindling cash bal- 
ances at a time when borrowings 
are becoming increasingly more 
lifficult and costly. 

The narrowing dividend cover- 
age in many companies will be 
discussed fully in the next issue, 
at which time we hope to pin- 
point likely dividend casualties. 

—END 





East-West Trade — 
Myth or Reality 





(Continued from page 23) 


than anything else, precludes any 
substantial or long-lived expan- 
sion of East-West commercial in- 
terchange. Basically, the prewar 
structure of trade consisted of an 
exchange of Eastern European 
foodstuffs and raw materials for 
Western Europe’s industrial and 
consumer goods and semi-finished 
materials. But the war and the 
subsequent Soviet integration of 
the satellite’s agricultural and in- 
dustrial output into the Russian 
economy severely distorted this 
pattern. For this reason the sub- 
sequent attempts to return to tra- 
ditional patterns of trade were 
entirely misplaced. 

Soviet economic policy in the 
satellites since the end of the war 
las concentrated on making those 
lations independent of imports 
from the West. Strong emphasis 
has been placed on the develop- 
ment of their capital goods indus- 
try, principally as a source of in- 
dustrial machinery for Russia’s 
own ambitious industrial develop- 
ment programs. Thus, the cus- 
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tomary trade of the satellites has 
been wrenched away from West- 
ern Europe and tied to the 
U.S.S.R. Moreover, the forced in- 
dustrialization imposed by Mos- 
cow on these countries has inten- 
sified local demand for such for- 
mer export goods as coal, timber, 
ores and other raw materials and 
industrial equipment. These poli- 
cies have resulted in a pronounced 
and deeply ingrained reduction in 
the ability of the satellites to 
trade with the West. This condi- 
tion has been further aggravated 
by the failure of Russian attempts 
to collectivize agricultural produc- 
tion in Eastern Europe. While 
this policy has now been at least 
partly reversed, its consequences 
have not yet been completely 
erased. What was normally a 
food-exporting area has now be- 
come a region with a substantial 
food deficit which, in view of 
Russia’s own agricultural short- 
comings, will have to import a 
good portion of its needs this year 
and, most likely, in 1959. 
However, only the most casual 
analysis would see in this a last- 
ing opportunity for developing 
stable markets in the Soviet bloc 
for the West’s food surplus. For 
Russian economic policy still ad- 
heres rigidly to the basic prin- 
ciple that the Communist regions 
must become independent of out- 
side sources of supply, particu- 
larly for food. The very viability 
of the Soviet economic system, as 
now conceived by Moscow, rests 
squarely on the achievement of 
self - sufficiency in agriculture. 
Enormous resources are now 
being bent in that direction. In 
fact, it is almost an act of politi- 
cal gaucherie to point out that the 
survival of the present Moscow 
regime is predicated on the ful- 
fillment of its ambitious agricul- 
tural program. In view of this 
renewed dedication to agricul- 
tural self-sufficiency, it would be 
imprudent indeed to expect any- 
thing more than a temporary op- 
portunity to sell farm goods to 
the Communist World. However, 
even transitory markets of this 
kind are welcome to nations, such 
as Canada and the U.S., who have 
tremendous grain surpluses to 
dispose of at almost any cost. 
India, Brazil and other Asian and 
Latin American producers of 
foods, fats and fibers are also in 
no mood to disdain even these 
limited opportunities to sell their 
products to the Communist World. 


Exports That Compete With 
the West 


The radical change in the eco- 
nomic structure of the satellites 
and the consequent shift in the 
nature of their exports has raised 
another obstacle to the expansion 
of East-West trade. This arises 
from the fact that the capacity of 
the satellites to produce prewar 
export goods has been seriously 
impaired by a transfer of produc- 
tive resources to the manufacture 
of industrial equipment. Thus, the 
countries of East Europe have 
become exporters of entirely new 
items. Many of these are manu- 
factured products which were 
previously imported from the 
West in return for foodstuffs and 
raw materials. The most funda- 
mental and_ thought-provoking 
implication of this development 
is that these nations will increas- 
ingly encroach on former Western 
outlets in the underdeveloped 
countries of Asia, Africa and the 
Middle East. 

Nearly all of the recent increase 
in Eastern Europe’s exports to 
the Near East and Asia consists 
of manufactured goods. Poland is 
now shipping cement, machinery, 
chemicals, railroad equipment and 
commercial vehicles. Heavy con- 
struction machinery, railway roll- 
ing stock and tubular steel goods 
figure prominently in the list of 
Hungarian exports. Czechoslo- 
vakia’s automobiles already have 
gained a modest acceptance in 
Western Europe. Textile machin- 
ery, fabrics, glass, office equip- 
ment, printing machines, building 
cranes and oil country supplies 
are other items which the satel- 
lites are shipping abroad in in- 
creasing volume. Moreover, the 
design and quality of these manu- 
factures reflect considerably 
higher standards of design and 
workmanship than in the past. In 
this respect the Leipzig fair was 
a minor revelation. Eastern Euro- 
pean merchandise exhibited there 
included advanced technica] equip- 
ment and machine tools designed 
for mass production. 


U.S. to Become Leading 
Agricultural Exporter? 


These facts suggest that long- 
term trade between the East and 
the industrialized nations of the 
West can achieve significant pro- 
portions only if it involves a 
reciprocal movement of industrial 
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equipment. A further corollary of 
this conclusion is that commerce 
between East and West will ad- 
here to the traditional pattern 
only in the case of exchanges be- 
tween the underdeveloped coun- 
tries of the free world and the 
Soviet bloc. But even in this case 
the satellites will be exporters of 
capital goods and therefore com- 
petitors of the West rather than 
a market for the latter’s indus- 
trial equipment. Since the indus- 
trial nations of Western Europe 
and North America will have 
little need for the East’s machin- 
ery, trade between them will be 
necessarily meagre. Furthermore, 
Washington’s wilingness to accept 
the currency of the satellite na- 
tions in exchange for this coun- 
try’s surplus agricultural com- 
modities indicates that the greater 
portion of this country’s trade 
with Eastern Europe will be on a 
governmental level. Opportunities 
for private traders will be corre- 
spondingly smaller. 


Some Sidelights 


However, this argument de- 
serves one important qualifica- 
tion. The foregoing evaluation of 
trade prospects represents an 
aggregate view of future trade 
potentialities. As such it tends to 
obscure the fact that some coun- 
tries will have greater opportuni- 
ties than others to develop a sub- 
stantial volume of commercial 
exchanges. It also hides the fact 
that for many nations on each 
side of the Iron Curtain the trade 
in certain products will be of 
considerable importance. Austria, 
Egypt, Iran, Finland, Iceland, 
Turkey, Yugoslavia and now Syria 
will sell a larger percentage of 
their exports to Eastern Europe 
than before World War II. Aus- 
tria, for example, has been ship- 
ping more than half of her output 
of machinery and other industrial 
equipment to the Soviet Union. 
Turkish hides, cattle, cotton, dried 
fruit, wheat and citrus fruits have 
developed growing markets in 
the East. Yugoslavia has been 
cultivating outlets in Eastern 
Europe for her fruits, tobacco and 
vegetables. The reasons for this 
are, of course, mainly geographi- 
cal. All of these nations border 
on the Communist world. More- 
over, as underdeveloped econo- 
mies they are likely purveyors of 
food and raw materials and re- 
cipients of capital goods. 
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Faliacious Trade Arguments 


One last fragment of recent 
history will help dispel another 
basic illusion about the future of 
East-West trade. The low level of 
commerce between these two 
areas, it is said, is attributable 
mainly to Western restrictions on 
shipments of certain items. Had 
it not been for the Western em- 
bargo, this argument claims, East- 
West trade would have grown at 
a rapid pace in the last ten years. 
Supporters of these allegations 
then naturally conclude that the 
recent easing of restrictions can 
only lead to a brisk exchange of 
goods. This contention would 
have considerable merit if it were 
supported by the facts. But the 
experience of at least three neu- 
tral countries that were not bound 
by Western restrictions suggests 
that the embargo had little bear- 
ing on their ability to develop 
stable commercial relations with 
the East. 

Argentina, Sweden and Swit- 
zerland all entered into trade 
agreements with the Soviet Union 
after the war. None of them were 
inhibited by trade controls on 
strategic items. Yet their early op- 
timism soon gave way to frustra- 
tion when they failed to find any 
sign of the huge markets which 
they had been led to anticipate. 
Total trade between Argentina 
and Russia registered little gain 
as a consequence of their agree- 
ment. Moreover, Buenos Aires 
has had so little opportunity or 
incentive to use Soviet or satellite 
currency or trade credits that she 
is currently offering these at a 
40° discount to other Western 
nations. Their failure to respond 
to this currency bargain is an- 
other indication that there is still 
considerable skepticism about the 
real potential for East-West trade. 
Sweden and Switzerland also 
were rebuffed in their efforts to 
deal with the monolithic state 
trade organizations of the Soviet 
sphere. Their trade expectations 
failed to materialize. Both dis- 
covered also that it is virtually 
impossible to distinguish between 
genuine Communist orders and 
those negotiated purely for propa- 
ganda purposes. A further lesson 
gleaned from the experience of 
these three nations is that the job 
of establishing durable and reli- 
able trade machinery is still to be 
done. Nor can it be done effec- 
tively until the non-Communist 
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world develops organization 
which can deal as equals with th 
gigantic state trading institution 
of the Communist world. 


In Conclusion 


These, then, are some of th 
factors which cast dark shacowg 
on the hopeful expectation of 4 
livelier trade between East an 
West. They are a _ formidabif 
array of obstacles. But there ay 
others, perhaps equally imposing 
For example, one limiting facto 
has been the inability of the Nas 
to sell her products in Wes'er 
markets. Or this may be vievvei 
as an unwillingness of the V’esj 
to buy. In either case it seveel; 
limits the East’s capacity to bu 
our products inasmuch as the 
satellites, unlike Russia, carn¢ 
finance their purchases thro igi 
gold sales. Moreover, Russia has 
consistently refused to incur an 
responsibility for financing the 
trade deficits of other Easter 
nations. It is superfluous to ad 
that there is very little eagerness 
in the West to extend accomine 
dating credits. Nevertheless, the 
magic lure of trade still casts : 
powerful spell. And it will con: 
tinue to do so as long as hope: 
continue to outrace reality. 

Nor are these hopes confine 
to trade with East Europe. China 
too, has been busy with the stuff 
of enchantment and the materials 
of fairyland. For example, Argen- 
tina’s young electrical appliance 
industry expects to find export 
outlets for its products in Re 
China. Peiping, in turn, has 
offered to supply newsprint, coa 
and machine tools. Some Argen- 
tine goods, such as quebracho, 
are already finding their way t 
China, with Great Britain as ar 
intermediary. The British believe 
that China is in the market for a 
modest supply of electric power 
units, such as middle-sized Diese! 
generators, transmission wire, 
electric motors. Tractors, machine 
tools, rubber-working machinery, 
railway parts, scientific instru- 
ments are among the host of prod- 
ucts which China needs to build up 
its industrial plant. Canada, Italy, 
England and Germany foresee a 
$100 million market for chemicals 
in China next year. U. S. firms 
hope to cut themselves a slice of 
this through their Canadian and 
European subsidiaries. But, while 
the whole world is now actively 
re-examining the possibilities of 
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trade with Red China, the most 
active promoters are Germany 
and Japan. 

Bonn actually has worked out 
long-range plans to assure a 
prominent position for Germany 
in the China market. No early or 
spectacular results are antici- 
pated. Rather, Bonn expects to 
achieve its aim through a relent- 
less process of attrition. German 
and French trade missions now in 
China will be followed by others 
from Continental Europe and the 
United Kingdom. The Japanese 
however, are gradually discover- 
ing that the expected avalanche 
of orders from Red China as a 
result of the relaxation of the 
embargo will not materialize. In 
fact, Tokyo now fears that trade 
with Peiping will not even reach 
last year’s two-way level of $150 
million. Japanese businessmen 
and Government officials have be- 
come uncomfortably aware that 
their country will lag far behind 
European countries in trade with 
China unless a new trade agree- 
ment between Tokyo and Peiping 
is signed before October. Pur- 
chase of equipment for China’s 
second five-year plan is scheduled 
to begin by. then. China’s sudden 
get-tough policy toward Japan 
suggests that there is very little 
hope for such an agreement. 
Nippon, too, has thus fallen into 
the China trap. Tokyo now knows 
that the Chinese have few goods 
to export and no resources to 
finance imports. Nor are business- 
men encouraged by the knowledge 
that more than 80% of China’s 
trade is with Russia and the satel- 
lites. There is little chance that 
this ratio will be significantly 
altered in favor of the West. 

—END 





Important Joint Ventures 
in Research and 
industrial Enterprise 





(Continued from page 14) 


gence from the research labora- 
tories of an entirely new group 
of chemicals from petroleum de- 
rivatives, labelled petrochemicals, 
led to the inevitable pooling of 
finances and know-how of com- 
panies in the oil and chemical 
fields. There were several such 
coalitions and, in general, they 
have been beneficial to both par- 
ties. In one case, Monsanto-Lion 
Oil, the joint venture method was 
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bypassed and a direct merger was 
consummated. 


Goodrich-Gulf Chemicals 


The company, jointly owned by 
B. F. Goodrich and Gulf Oil was 
organized in 1952 to explore proj- 
ects in the petrochemical field in 
which both companies had strong 
complementary interests. Good- 
rich, in particular, had become a 
leader in synthetic rubber (the 
raw materials for which originate 
mainly in the petroleum indus- 
try) and this is still the main area 
of operation for Goodrich-Gulf. 
The synthetic rubber facilities 
have operated profitably since 
they were taken over in 1955 from 
the U. S. Government. 

As long range estimates indi- 
cate that additional synthetic rub- 
ber capacity will be required, 
Goodrich-Gulf recently took over 
the last remaining Government- 
owned plant at Institute, West 
Virginia, the largest of all syn- 
thetic rubber plants. 


Chemstrand 


Another extremely successful 
joint venture, the more remark- 
able considering the vicissitudes 
of the textile industry over recent 
years, is Chemstrand organized 
in 1949 by American Viscose and 
Monsanto Chemical to “engage in 
research, development and pro- 
duction of man-made fibres.” 

A new fibre Acrilan was devel- 
oped but, what later proved more 
important, was obtaining a li- 
cense from du Pont to manufac- 
ture nylon. Thus, Chemstrand, 
with its 60 million pounds of an- 
nual nylon capacity—soon to be 
expanded to 114 million pounds— 
is reaping a harvest of demand 
for nylon while one of its parents, 
American Viscose is. suffering 
from declining earnings due to 
lessened demand for nylon’s most 
competitive fiber, rayon. Earnings 
of this affiliate promise to become 
an increasingly important source 
of revenue to American Viscose 
and Monsanto. 


Todd-AO Corp. 


Of course, joint ventures are 
not confined to heavy industries. 
As a matter of fact, the Todd-AO 
Corp. is a perfect example of a 
marriage of two widely different 
enterprises joining together to 
attain a common goal—profit from 
a speculative yet daring concep- 
tion of a new motion picture pro- 
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duction and projection system. 
Neither of the parties could have 
assumed alone the costly develop- 
ment expense over a period of 
several years and the eventual 
pooling of research and know- 
how was very logical. 

American Optical and Magna 
Theatre respectively own 371. % 
and 6214% of Todd-AO. The 
former company, with its long ex- 
perience in the field of optics, 
manufactures the cameras and 
projection equipment while Ma-+- 
na produces and distributes mo- 
tion pictures made by the new 
and revolutionary process. The 
concensus of the critics’ opinion 
is that the current Todd-A9 
production now on Broadway 
“Around the World in Eighty 
Days” is a resounding success, 
proof that a joint venture even in 
the speculative entertainment 
field can be successful. 


Microwave Associates 


Microwave Associates, whic 
has just come to the public for 


needed funds, is controlléd b 
American Broadcasting-Para- 
mount (3314) and Western 


Union (33144). The controlling 
companies have an affinity of in- 
terest as microwave radar com 
ponents are used in the broad- 
casting and radio communicatio) 
fields. 


In summary, therefore, we ca) 
deduce that there were compelling 
yet sound reasons for these joint 
enterprises; the combined indus- 
trial effort during the war years 
yaved the way for their peace- 
time formation and, they have 
almost all without exception, 
proved workable and profitable 
Lacking a vociferous stockholder 
minority, there was no compul- 
sion to pay dividends and, conse- 
quently, many of them have built 
up a substantial equity from re- 
tained earnings. To the investor, 
who can obtain an indirect in- 
terest in them through ownership 
of the parents’ shares, they can 
represent real intrinsic value 
which is not reflected to the full- 
est extent in the market appraisal 
of his investment. 

The success of joint ventures 
suggests that this form of com- 
bination will gain in popularity 
for there are definite advantages 
to be achieved where each party 
to the combination has special 
skills, facilities and finances to 
contribute—and where heavy costs 
STREET 
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of essential research can be 
spread to make feasible the prom- 
ising projects too costly for a 
single corporation. Joint ventures 
are writing a new chapter in 
American industrial ingenuity. 
—END 





For Profit and Income 





(Continued from page 39) 


Sugar, Anaconda, Borg-Warner, 
Columbia Broadcasting, Con- 
tainer Corp., Commercial Credit, 
Continental Can, Dow Chemical, 
Food Machinery, Ford Motor, 
Gillette, Halliburton, Kennecott 
Copper, International Nickel, In- 
ternational Paper, Phelps Dodge, 
Rayonier, St. Regis Paper, Rey- 
nolds Metals, Swift, Texas Gulf 
Sulphur, United Carbon, Thomp- 
son Products, U. S. Pipe & Fdry. 
and Youngstown Sheet & Tube. 


Air Conditioning 

We have no doubt that there is 
large further long-term growth 
ahead in the usage of air-condi- 
tioning equipment, but we doubt 
very much that the profits in the 
business will be anything to get 
excited about. There are plenty 
of large and small concerns in it, 
making for intense competition. 
No large company is exclusively 
in it. Among the leaders, Carrier 
and Trane are nearest to air-con- 
ditioning specialists, but other 
lines include heating, refrigerat- 
ing and ventilating equipment, 
ete. There are a number of com- 
panies whose stake in air-condi- 
tioning, while competitively im- 
portant in this field, amounts to 
a relatively small portion of total 
sales. Examples include General 
Motors, General Electric, Chrys- 
ler and Borg-Warner. We have 
no enthusiasm, either current or 
long-term, for air-conditioning 
stocks as such. However, one 
sure beneficiary of continuing 
growth of air conditioning is ob- 
vious: the electric utility indus- 
try, via addition to the power 
load. The gain will be large when 
heat pumps come into more gen- 
eral use, especially in the south, 
as they seem bound to do over an 
extended period when initial costs 
come down. They are prodigious 
consumers of electricity, but offer 
operating economies and other 
advantages to users for year- 
around heating and cooling. 
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Speaking Of Utilities 
Southwestern Public Service 
probably will report a gain in net 
income well over double the in- 
dustry’s average for the fiscal 
year ended August 31. Earnings 


probably approximated $1.80 a 
share, against $1.64 on fewer 


shares in the prior year. A per- 
sistant, gradual uptrend in divi- 
dends is indicated, with nine in- 
creases in annual payments since 
public listing of the stock in 1946. 
The present $1.40 rate probably 
will be raised soon, perhaps to 
$1.50. The earlier 1957 equity 
financing is believed to be the last 
that will be needed for at least 
several] years. A large portion of 
dividends (nearly 50‘¢ last year) 
is expected to remain exempt 
from Federal income taxes 
through 1960. The stock is around 
29 now, in a 1957 range of 3314- 
26. The gross yield is a little over 
4.8% and would be over 5.1 on 
a $1.50 rate. Among the more 
reasonably priced growth utili- 
ties, the stock is a sound longer- 
range buy for conservatice ac- 
counts at this point. 
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in 1958 
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slightly better than 1957. 


A Crucial Year for Capital Goods 


At the heart of the business 
trend currently is the delicately 
balanced position of capital goods 
industries. 

In the past two years, business 
spending for plant and equipment 
has been the basic driving force 
behind the boom. The expansion 
in these outlays has lasted much 
longer than the boom in profits, 
which initiated it; and it has out- 
lasted the boom in consumption, 
which justified it. In a word, the 
present rate of capital outlays 
has done more than run off the 
scale of past experience; it has 
outrun its own raison d'etre. 

As a result, excess capacity has 
now appeared across a broad in- 
dustrial front. Doubtless much of 
present outlays are for “mod- 
ernization” and “cost reduction”, 
rather than actual expansion, but 
any business executive will be 
quick to admit that these two 
objectives are more easily sepa- 


rated in the business press than 
they are in actual practice. A 
modernization outlay, in other 
words, also tends to involve an 
increase in capacity. Where ca- 
pacity is already excessive, there- 
fore, even spending on moderni- 
zation tends to be curtailed. 
With corporate outlays for 
plant and equipment now running 
significantly ahead of the net in- 
flow of corporate funds from re- 
tained earnings and depreciation, 
spending at today’s rate has in- 
volved massive dependence on 
outside sources of funds. These 
sources have dried up, and/or be- 
come painfully costly. Capita! 
goods demand has accordingly 
arrived at a crossroads. 
Sophisticated interpretation of 
all of the available indicators of 
capital spending strongly suggests 
that the course ahead is tipped 
moderately downward, starting in 
late 1957 or early 1958, and per- 
haps running al] through 1958 
and into early 1959. The decline 
could conceivably accelerate, if 
consumption expenditures con- 
tinue their present stability; if 
consumption (e.g., the auto mar- 
ket) should perform better than 
in 1957, the decline in capital out- 
lays may be quite moderate. But 
it is already more or less assured, 
despite developments in other in- 
dustries, that capital goods will 
be slipping in the first half of 
1958. <All forecasting presents 
risks, of course; but forecasting 
strength in capital goods for the 
next nine months would be flying 
in the face of cogent and con- 
vincing statistical evidence. 


The General Trend From Here 


The outlook for trends in the 
three key markets described above 
is thus partly offsetting. As a re- 
sult, inventory policy for the next 
nine months is also likely to be 
offsetting and neutral. It is quite 
possible that in the automobile in- 
dustry inventories will accumu- 
late (both among producers, in 


the form of steel, and among 
dealers, in the form of finished 
automobiles) at the very time 


when in capita] goods industries 
(and also, incidentally, in defense 
industries) inventory will be 
draining off. 

The fact that inventory is now 
a neutral element in the outlook 
thus distinguishes the present sit- 
uation from the business cycle sit- 
uations of earlier postwar years. 





This is not 1948 or 1949; it is 
not 1953 or 1954. Neither sudden 
recession nor sudden boom seems 
to lie ahead. Instead, the outlook 
is for a gradual rolling over of 
business demand for plant and 
equipment in the next six months; 
a slowly withdrawing tide of busi- 
ness spending. This withdrawing 
tide is the fundamental] element in 
business trends as the. fourth 
quarter approaches; its effect on 
total business, on profits, and on 
securities prices depends on how 
much it will be accelerated, or re- 
tarded, by developments in hous- 
ing and autos, the major con- 
sumption industries. At this 
writing, developments in these in- 
dustries, taken together, seem to 
be neutral; autos may be strong 
briefly in late 1957, and housing 
in the Spring of 1958. Neither 
now seems in a position to fore- 
stall the slow decline foreseeable 
for capital goods. Despite what 
may be very impressive bursts of 
optimism among consumer indus- 
tries in the next few months, it 
is stil} advisable to maintain a 
cautious view of the general trend 
for 1958 as a whole. 


EDITOR’S NOTE: The above deals 
entirely with the domestic picture 
and does not take into considera- 
tion the important effects on our 
economy of export trade, which 
has in the past been a substantial 
source of business to our economy 
and profit to American industry. 

A coming issue will cover the 
situation in the light of projected 
tariff changes as far as imports 
are concerned, and the effect of 
import duties, taxes and quotas 
being established by important 
buyers of American goods around 
the world. 


of 105 warehouses and supply 
centers, tapping of new timber 
areas in Oregon and eastern Can- 
ada, enlarging of manufacturing 
facilities at Redding, Calif., com- 
pletion of pre-finished plywood 
plant at Orangeburg, S. C., and 
construction of new plywood plant 
at Roseburg, Oregon. The com- 
pany has completed engineering 
studies indicating possibility of 
pulp or paper production at two 
West Coast locations. 


Westinghouse Electric Corp. has 
made available to American man- 
ufacturers the world’s purest sili- 
con. The company will license 
other companies in this country for 
the manufacture of the new ultra- 
pure silicon which now permits 
large volume production of solid 
state devices having two to four 
times the power handling capacity 
of those presently in use. 

One of the essential applica- 
tions of the new silicon, according 
to Westinghouse, is in the nation’s 
defense activities where smaller, 
lighter and more powerful elec- 
tronic assemblies are needed. 
Other applications include use in 
radio and television equipment 
where electronic tubes may be re- 
placed; in industrial controls 
where high-temperature opera- 
tion is necessary; and in automo- 
biles for alternating current, igni- 
tion and fuel control systems. 

In all cases, there will be less 
maintenance required and more 
efficient performance will result 
as there are no moving parts to be 
replaced and filaments to burn out. 

Devices made of new silicon are 
now in use both in Germany and 
this country. Westinghouse is 
making the silicon for its own use 
at its Youngwood plant. —END 
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$75,000,000 refinery on an avail- 
able 2,000 acre site near Mukilteo, 
Washington late in 1958. The re- 
finery would have initial capacity 
of 60,000 barrels a day and ini- 
tially produce gasoline, kerosene, 
heating and fuel oils. 


United States Plywood Corp. 
plans to spend $10,000,000 in fis- 
cal 1958 on expansion, to include 
additions to distribution network 


56 


Answers to Inquiries 
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jointly held subsidiary, the Bruns- 
wick-Murray Automatic Pinsetter 
Corp. and since then the name of 
this now wholly-owned subsidiary 
has been changed to the Bruns- 
wick Automatic Pinsetter Corp. 
Operations of this subsidiary were 
fully consolidated retroactively to 
January Ist, 1957. 

Directors have voted to split 
the common stock on a 2-for-1 
basis, additional shares to be dis- 
tributed September 25th to holders 
of record August 30th. They also 
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declared a cash dividend of 40c o 
the present shares, payable Se 
tember 17th to stock of record 
August 30th. Previous payment 
have been 25c quarterly. 

Officials of company and Mae 
Gregor Sport Products, Inc. hay 
been considering feasibility of 
merger, under which MacGrego 
would be operated as a subsidiar 
Transaction reportedly would in 
volve $6,000,000. MacGregor 
which manufactures athletic ang 
sporting goods, has five plants and 
warehouses located in Cincinnat 
and in Williamstown and Corinth 
Kentucky. —ENI 
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be uproarious. 

In baiting us, the “free” electio 
farce in unionism will undoubted|y 
be the subject of satirical byplas 
when men meet each other on the 
streets in the capitals and the vi 
lages abroad. And comedians wil 
build farcical situations arour 
the questions and answers of Beck 
and Hoffa. What a field day Gilbert 
and Sullivan would have had with 
the refrain, “I don’t remember-I 
don’t remember’. But they most 
certainly would have ended “by 
making the punishment fit the 
crime”, which as yet Congress has 
been unable to do. 


~ BOOK REVIEW . 


The Economic Consequences of 
Automation 
By PAUL EINZIG 


sé 








Automation — the use by industry of 
self-operating and self-regulating ma- 
chines incorporating electronic devices 
which check the product automatically 
and adjust the machine accordingly—is 
already a reality in numerous factories, 
and is technically a possibility for very 
many more. Its intensive adoption is 
widely considered to open up both the 
economic potentialities and the social 
dangers of a new Industrial Revolution 

Here is the first full study by a lead 
ing economist of the economic conse- 
quences of the increasing application of 
automation, both in the United States 
and overseas. Are fears that it wil 
cause unemployment well founded? Will 
it cause a slump? Or will the increased 
demand for new machines intensify in- 
flation? How will it affect the balance of 
trade, the level of taxation, the stand- 
ard of living? These are among the 
many questions which Dr. Einzig exam- 
ines in this lucid and important book. 
Norton $3.95 
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